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Prepared Direct Testimony 

Of 

Paul Jepson 

On Behalf 

of 

City of Maricopa, Arizona 

Please state your name, business address and relationship with the City of 

Maricopa. 

My name is Paul Jepson. My relationship with the City of Maricopa (“City”) is 

that of Assistant to the City Manager, and my business address in that capacity is 

45 145 west Madison Avenue, Maricopa, Arizona 85239. 

The City is an intervenor in this proceeding. What occasioned the City’s 

intervention? 

The City intervened for two (2) reasons. First, as stated in its February 22,2013 

Application for Leave to Intervene, the City was concerned about the significant 

increase in rates which is being requested by Global Water - Palo Verde Utilities 

Company (“Palo Verde”) and Global Water - Santa Cruz Water Company (“Santa 

Cruz”). The City’s concern in that regard is in terms of the economic impact of 

the requested increases upon both residents of the City, who are customers of Palo 

Verde and Santa Cruz, and upon the City itself as a customer of each of those 

companies. 

Second, to the extent that any of the requested increase in rates is 

attributable to Global Water, Inc.’s (“Global”) use of funds obtained by Global 

under Infrastructure Coordination and Finance Agreements (“ICFAs”), the City 

wanted to be in a position to endeavor to ascertain if Global’s use of those hnds 

was consistent with certain criteria set forth in Resolution No. 11-40, which was 

adopted by the City’s Mayor and Council on June 23,201 1. In that resolution, the 

1 



Q.3 

4.3 

Q-4 

4.4 

City expressed support for the use of ICFAs as a means for financing water, 

wastewater and recycled water infrastructure on a regional basis, subject to such 

use (i) facilitating and resulting in appropriately priced rates and charges for water, 

wastewater and recycled water services, (ii) compliance with certain criteria or 

“pathways” governing the use of those funds and (iii) consistency with any 

applicable rules and regulations of the Commission. 

In the 2009 rate case proceeding which involved Palo Verde and Santa Cruz, 

the City opposed Global’s requested ratemaking recognition for funds Global 

had previously obtained under ICFAs, is that correct? 

Yes. 

What circumstances led the City to adopt Resolution No. 11-40 thereafter? 

When the City intervened in the 2009 rate case proceeding, it knew very little 

about either the nature of ICFAs as a means of funding or Global’s use of hnds 

obtained thereunder. However, it was the City’s understanding that a large 

percentage of the increase in rates then being requested for Palo Verde and Santa 

Cruz was attributable to Global’s requested ratemaking recognition of fbnds it had 

obtained under ICFAs. Thus, like the Commission’s Staff and the Residential 

Utility Consumers Office (“RUCO”), the City adopted a litigation position 

opposing any ratemaking recognition of funds obtained by Global water under 

ICFAs which would result in an increase in rates to customers served by Palo 

Verde and Santa Cruz. 

Subsequent to the Commission’s issuance of Decision No. 71878 on 

September 14,2010 in the 2009 rate case proceeding, the City had time to further 

inform itself with respect to the nature of ICFAs as a means for facilitating 

appropriately priced and sustainable water, wastewater and recycled water 

services. For a region or area which has been and is likely to continue to be 

2 



20 

21 

22 

23 

24 

25 

26 

27 

28 

Q-5 

4.5 

subject to rapid and large scale residential and commercial growth, an 

infrastructure facilitation means of this nature can be an important planning tool. 

The City is precisely such an area, having grown from a population of 4,281 in 

2003, when the City was incorporated, to a population of approximately 44,946 in 

July 2012. 

In addition, during this period of rapid growth for the City, Global had 

enabled Palo Verde and Santa C m  to be in a position to meet the ongoing and 

ever-increasing needs of residents of the City, and the City itself, for water, 

wastewater and recycled water service. 

Thus, against this background, on June 23, 2011 the City’s Mayor and 

Council adopted two (2) resolutions and a related First Amended and Restated 

Memorandum of Understanding (“Amended MOU”) between the City and Global. 

Resolution No. 11-40 was one of those resolutions, and the other one was 

Resolution No. 11-39. 

Please discuss Resolution No. 11-39 as the same pertains to the subject of 

ICFAs. 

This resolution does not specifically refer to the subject of ICFAs. However, 

Resolution No. 11-39 acknowledges (i) the intent of the City to attract, facilitate 

and manage further growth in accordance with its obligations under Arizona’s 

Growing Smarter and Growing Smarter Plus legislation, and (ii) the City’s 

conclusion that significant consultation and cooperation with Global would assist 

the City in discharging that obligation. In addition, it expresses the belief that the 

best interest of the City can be facilitated by entering into the Amended MOU, in 

order 

. . . to maintain amrotxiatelv priced, high-quality water and 
wastewater services . . . and to address the unique challenges in 
meeting the community’s current and future water resource needs 
while attracting economic development of the area.” [emphasis 
added] 
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Accordingly, Resolution No. 1 1-39 authorized and instructed the City’s Mayor to 

execute the Amended MOU with Global. 

Please discuss Resolution No. 11-40. 

As previously indicated, Resolution No. 1 1-40 specifically addresses the subject of 

ICFAs. There are several aspects of this resolution which warrant comment. 

First, and similar to Resolution No. 11-39, there is a recognition of Global’s 

role as a “strategic partner” in connection with the provision of water, wastewater 

and recycled water services to meet the needs of the City and its residents. In that 

regard, an anticipated benefit from this relationship is the previously mentioned 

“appropriately priced” services of the aforementioned nature. 

Second, there is the expression of a belief held by both the City and Global 

“. . . that ICFAs, when certain pathways are followed, [can] foster 
consolidation of troubled water companies, enable better regional 
water planning, and provide a level of protection to rate-paying 
customers fi-om the costs of acquisition and intiastruchue carrying 
costs . . .” [emphasis added] 

Further, there is a recognition that ICFAs, when used in connection “with 

certain pathways,” can facilitate the concept of Total Water Management 

(“TWM”) practices. 

Against this background of recitals, Resolution No. 11 -40 provides that 

“. . . subject to the approval of the Arizona Corporation Commission, 
which has ratemaking authority over the ultimate ratemaking 
treatment of ICFAs, the City generallv supports the use of ICFAs, 
when certain pathways are followed as one of the methods . . . [for] 
expanding regional utility infrastructure within the City of Maricopa 
conditioned on the [use ofl ICFAs following certain ~athwavs.” 
[emphasis added] 

In addition, the resolution expresses the belief of the City that the use of 

ICFAs is appropriate 

“. . . conditioned on certain pathways beinn followed and as long as 

4 
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A.7 

Q-8 

A.8 

Q.9 
A.9 

the ICFAs are used consistent with this Resolution and the rules and 
regulations that may be imposed bv the Arizona Corporation 
Commission.” [emphasis added] 

In what manner is the Amended MOU relevant to Resolution Nos. 11-39 and 

11-40? 

The Amended MOU is the document that Resolution No. 11-39 authorized and 

directed the Mayor to execute on behalf of the City. Section 4 of the Amended 

MOU addresses the subject of TWM. It reflects the agreement of the City and 

Global 

“. . . that the use of Infiastructure Coordination and Financing 
Agreements (“ICFAs”), when certain pathways are followed and in 
accordance with rules and regulations tromulgated by the ACC, is a 
preferred methodology for the financing of costs related to TWM.” 
[emphasis added] 

Does this mean that the City now supports the use of ICFAs by Global as a 

means for facilitating the construction of water, wastewater and recycled 

water infrastructure within the certificated service areas of Palo Verde and 

Santa Cruz? 

Yes, provided the criteria set forth in Resolution Nos. 11-39 and 11-40 and the 

Amended MOU are satisfied. 

Please be more specific. 

First, Global’s use of ICFAs and fhds obtained by it under ICFAs must be in 

compliance with the “certain pathways” referred to in Resolution No. 11-40 and 

the Amended MOU. 

Second, and assuming for discussion purposes that Global has complied 

with the “certain pathways,” Global’s use of ICFA funds and any ratemaking 

recognition of such use requested by Global must be in accordance with any 

applicable rules and regulations promulgated by the Commission. 
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A.10 

Finally, as a further condition to the City’s support for the use of ICFAs 

and ICFA h d s  by Global, such use must result in “appropriately priced” rates for 

the services provided to residents of the City, and the City itself, by Pa10 Verde 

and Santa Cruz. Any other result is simply not in the “public interest” from the 

perspective of the City. 

What are the “certain pathways” to which you have made reference in your 

preceding answers? 

They are expressly set forth in Resolution No. 1 1-40, and are as follows: 

“a. ICFA funds, reduced by normal tax effects, used to construct 
infiastructure shall be treated as contributions in aid of construction 
(CIAC) in accordance with normal industry practices. 

b. Carrying costs associated with regional infrastructure used for Total 
Water Management and paid for by ICFA funds shall not be an 
allowable cost to be passed on to the rate-payers. However, ICFA 
funds used for these purposes shall not be treated or imputed as CIAC. 

c. Costs associated with the purchase of undercapitalized utilities paid for 
fkom ICFA revenue shall not be an allowable cost to be passed on to 
the rate-payers . However, ICFA funds used for these purposes shall 
not be treated or imputed as CIAC. 

d. If ICFA funds are used in connection with acquisitions, all of the 
following shall apply: 

i. Use of developer funds to acquire utilities shall preclude 
Global and any other utility from seeking a regulatory 
“acquisition adjustment” that increases their regulated rate base 
to the extent of such use of developer funds. 

ii. The acquisition must be part of a regional plan of consolidation 
and conservation. 

iii. Developer(s) shall not exercise permanent control over the 
utility system, management, or planning as a result of the 
implementation of the ICFA.” 
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Q.12 
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4.13 

A.13 

Q.14 

In  connection with the ratemaking recognition of Global’s use of ICFAs and 

ICFA funds which Global is requesting in this proceeding, has Global 

complied with these “certain pathways”? 

As of this juncture in the proceedings, the City does not know if Global has 

complied with these “certain pathways,” which as previously noted are a condition 

precedent to the City’s support of Global’s use of ICFAs and ICFA funds. The 

City has conducted some discovery in that regard, and may conduct further 

discovery prior to the commencement of the evidentiary hearings in this case. 

Also, the City intends to cross-examine the appropriate witness(es) of Global and 

other parties on this subject. Hopehlly, by the end of the hearings, the City will 

be in a position to conclude whether or not the City believes that Global in fact has 

complied with these “certain pathways,” as relevant to this case, and what the 

position of the City is with respect to Global’s requested ratemaking recognition of 

its use of ICFAs and ICFA funds. 

Who has the burden of demonstrating such compliance? 

The City’s attorneys have advised the City that the burden of proof is for Global to 

satisfy. 

Let’s discuss the second criterion set forth in Resolution No. 11-40. Has the 

Commission promulgated specific rules and regulations governing how 

Global Should use ICFAs and ICFA funds? 

Not to my knowledge, other than in Decision No. 71878 in the 2009 rate case, 

when the Commission specified the ratemaking treatment to be accorded ICFA 

funds obtained and used by Global up to that point in time. 

What then is the relevance of this criterion within the context of Resolution 

No. 11-40 and the Amended MOU? 
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9.14 The relevance is that the City’s support for the use of ICFAs and ICFA funds for 

the indicated purposes is contingent upon satisf’jmg (i) the “certain pathways” 

criterion, (ii) the compliance with Commission rules and regulations criterion, and 

(iii) the “appropriately priced” resulting rates criterion. In this instance, even if 

Global complied with the “certain pathways,” but its use of ICFAs and ICFA 

f h d s  was found to not be in accordance with the Commission’s rules and 

regulations, then Global would not have the support of the City under those 

circumstances. 

2.15 Finally, what about the “appropriately priced” rates criterion, as contained in 

Resolution No. 11-40? 

4.15 Simply stated, the City could not, and does not, support any use of ICFAs and 

ICFA finds by Global that would result in “inappropriately priced” rates or rates 

that were too high for services provided by Palo Verde and Santa Cruz to residents 

of the City and to the City itself. 

2.16 By way of summary then, is it the position of the City that in order to qualify 

for the City’s support for ratemaking purposes, Global’s use of ICFAs and 

fees collected thereunder must satisfy each and all of the three (3) criteria 

contained within Resolution No. 11-40, as you have described them in this 

testimony? 

4.16 Yes, that’s correct. 

Q.17 Is that the position of the City with respect to reach of Global’s utility 

affiliates which is an applicant in this proceeding, or only Global’s Palo Verde 

and Santa Cruz systems? 

4.17 My testimony is not intended to address ratemaking matters which are related to 

Global’s other utility affiliate systems, which do not serve residents of the City or 
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1.18 

2.19 

1.19 

Q.20 

the City, and which are not located within the municipal boundaries of the City. 

Resolution No. 11-40 has no relevance to those other systems and Global’s 

activities within those other areas. 

Does the City believe that the rate increases which Global has requested in 

this case for its Palo Verde and Santa Cruz systems are too high? 

Yes. 

Does the City know as of this juncture whether that excessiveness is a result 

of Global’s use of ICFAs and ICFA funds, or is a result of other rate case 

issue areas, such as the requested (i) rate base, (ii) cost of capital, (iii) 

operating and maintenance expenses and/or (iv) other issues in this rate case 

which can affect the revenue requirement determination? 

Not as yet. Given the City’s limited rate case technical expertise and resources, 

we are hopeful that we will be able to gain insight and assistance in that regard 

from the resources and expertise of the Commission’s Staff, RUCO and other 

parties in the prepared Direct Testimony they will be filing at the same time this 

testimony is filed. Against the background of that testimony, and Global’s 

subsequent prepared Rebuttal Testimony, the City hopes to be in a position to 

more hlly address these issue areas in its prepared Surrebuttal Testimony. In 

addition, the City is conducting discovery, as are other parties, and the City 

anticipates that the responses to such discovery may assist and inform the City 

incident to its reaching final position(s) on various issues which effect Global’s 

revenue requirement and related rates and charges for service. 

Section 4 of the Amended MOU provides that Global will request of the 

Commission a phase-in of any rate increase(s) that the Commission might 

grant during the 10-year period following execution of the Amended MOU, 

9 
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4.20 

Q.21 

A.2 1 

Q.22 

A.22 

with an “Annual Limit” on the order of 5% as to the amount of the rate 

increase that incrementally may be implemented each year. Doesn’t that 

provision address the City’s concern about excessive or “happropriately 

priced” increases in rates? 

No, it does not, for two (2) reasons. First, Global and the City are not in a position 

to tell the Commission how to set rates; and, the Commission is thus not obligated 

to accept any phase-in of a rate increase that Global might request pursuant to the 

Amended MOU. Second, if the amount of increase granted is too high to begin 

with, the phasing-in provision simply means that Palo Verde and Santa Cruz 

ratepayers quite possibly would be subjected to successive annual rate increases 

each year until Global’s next rate case a few years from now. But, in no manner 

would such phasing-in address the problem of an aggregate rate increase that was 

too high to begin with. From the City’s perspective, that is not an acceptable 

outcome. 

The November 20, 2012 Rate Case Procedural Order issued in this 

proceeding contemplates the possibility of settlement discussions among the 

parties. Is the City willing to participate in settlement discussions? 

Yes. We believe such discussions would be constructive, and potentially cost- 

saving for all concerned. 

Does that complete your Direct Testimony on behalf of the City? 

Yes, it does. 

c:\usas\angela\docus\lanylcity of m&opa\globd wamkity of marimpa direct testimony M.dw 
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All Parties of Record 
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Prepared Direct Testimony 

Of 

Paul Jepson 

OR Behalf 

of 

City of Maricopa, Arizona 

With Respect to the Settlement Agreemml 

Please state your aame, business address and relationship with the City of  

Moricopa. 

My name is Pad Jepson. My relationship with the City of Maricopa ("'City") is 

that of Intergovernmental Affairs Director, and my business address in that 

capacity is 45145 west Madison Avenue. Maricopa, Arizona 85239. 

Are you the same Paul Jepson whose prepared Direct Testimony on behalf of 

the City was docketed in these proceedings on July 8,2013? 

Yes, I am. At the time my initid Prepared Direct Testimony was submitted to the 

Cummission's Docket Control an July 8, 2013, I was Assistant to the City 

Manager of the City. Subsequently. E was promoted to my current position as 

Intwgavernmmtal Affairs Director. 

What is the purpose of your testimony at this time? 

I am providing testimony on behalf of the City with respect to the Settlement 

Agreement which was docketed in these prweedings on August 13,2013. 

Is tbe City a Signatory to that Settlement Agreement? 

Yes it is. 

Did you personally participate id the settlement discussions and related 

1 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

I I  

12 

13 

20 

21 

22 

23 

24 

2s 

26 

27 

28 

activities which resulted in the Settlement Agreement which is now before the 

Commission? 

Yes I did. 1 was in attendance at the two (2) settlement discussion sessions which 

took place in the Commissioners’ Conference Room on July 18 and 19, 2013. 

Thereafter, I was a member of the City‘s settlement negotiating team reviewing 

various drafts of language circulated among the parties to the Settlement 

Agreement discussions and making suggestions With respect to the City’s 

negotiating objectives and language designed to a~hk9e  those objectives, h 

addition, f participated in severdl Executive Sessions with the Mayor and Council 

at which we discussed the progress of the settlement negotiations and the extent to 

which the City’s strategic objectives were being addressed. 

IR your July 8,2013 prepared Direct Testimony you indicated that a reason 

the City requested leave to intervene in these proceedings was because it was 

concerned about the significant increase in rates which WM then being 

requested by Global Water - $anta Cruz Water Company (‘‘Santa CPUZ”) 

and Global Water - PAIO Verde Utilities Company (Tal0 Verden), i s  that 

correet? 

Yes, the City’s concern in that regard was in te rm of the economic impact of the 

requested increase in rates upon both residents aC the City, who me c;ustomem of 

Smta Cruz md Pala Verde, and upon the City itself as a customer of  each of those 

utility companies. 

Have the City’s concerns $XI that regard been adequately addressed by the 

Settlement Agreement filed on August 13,2W?9 in the opinion of the City? 

Yes, In that regard, on August 20, 2013 the Mayor and Council of the City 

adopted B Resolution authorizirtg execution of the Settlement Agreement on behalf 

of the City by its Mayor. That Resolution includes an iterni7gd list of the benefiw 



which the Mayor and Council concluded that ratepayers of the Santa Cruz and 

Palo Verde systems and the City would receive under the Settlement Agreement; 

and, a copy ofthat Revolution is attached to this testimony as Appendix "A." 

With reference to itemized benefit number 5 as set forth in the City's August 

20, 2013 Resolution, it is noted that Santa Cruz and Palo Verde will not be 

allowed to file another rate increase application until May 31,2017, and that 

they will not use a rate case lest period ending before December 31, 2016. 

This provision also appears at SectJon 1.S f3ixth bullet paint) and st 

Subsection 2.1.1 o f  the August 13, 2013 Settlement Agreement. However, 

Subsection 6.3.3.3 refers to Santa Cruz and Palo Verde not being able to 

include any porthn of th0 Southwwt Plant in a rate ease application "prior to 

May 31, 2016, the end of the agreed upon stay out" Please address what 

appears to be a discrepancy as to the length of the %tsy outn period provided 

for in the Settlement Agreement as the same relates to &he Santa Cruz and 

Palo Verde system& 

The addition of the one-year extension to the "stay out'' provision under the 

Settlement Agn?emenr, which is addressed at Section 1.5 (sixth bullet point) and 

Subsection 2.1.1* as the sme relates to the Smta Cruz and Palo Verde systems 

was the result Qf last minute negotiations. However, the language ofthose two 

provisions clearly indicates that it is intended to govern when either or both of 

those systems may file another rate case. The refmnce to May 31, 2016 in 

Subsection 6.3.3.3 is merely an inadvertent oversight U t  was not corrected prior 

to the filing of the Settlement Agreement. That date should be construed to be 

May 3 1,2017 in order to harmonize the same with 

and Subsection 2.1 .I, 

In your July 8, 2013 prepared Direct Testimony you Indicilted second 
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reason for the City's request for leave to intervene was tcr be in a position to 

ascertain if that portion of the requested increase in rates by Santa Cruz and 

Palo Verde, attributable to GIobaI Water, Inc.'s ("Global") use of  funds 

obtained by Global under Infrastructure Coordination and Finance 

Agreements ("LXCFAs") was consistent with certain criteria set forth in the 

June 11, 2011 Resolution No. 11-40 of the City, in which the City had 

conditionally supported the use of KFAs 8 8  a means for financing water, 

wastewater and recycled water infrastructure on a regional basis. Hsls the 

Settlement Agreement satisfactorily addressed the City's interest in that 

regard? 

Yes. Section 1.5 (ninth bullet point) of the Settlement Agreement notes that the 

Settlement Agreement includes resolution of issues relating to ICFAs. In that 

regard, Article VI of the Settlement Agreement de& at length with the treatment 

of ICFAs generally speaking, md also with speciflc reference to (i) future ICFAs 

and Global's agreement to terminate its use of thc m e  moving forward, (ii) past 

funds received under existing ICFAs and fiii) future lCFA fees received under 

existing ICFAs. 1x1 sum, the provisions of the Settlement, Agreement resolved to 

the satisf'action ofthc City any ICFA is es that might relate to the Smta Cruz and 

Palo Verde systems and the City itself. 

1.9 

&IO Does the City believe that Comm'wiion apprmal of the Settlement Agreement 

here under consideration would be in the best interest of ratepayers af the 

Sants Cruz and Palo Verde systems and the City itself? 

L 10 Yes, it, does. 

2.11 Does that conclude your prepared Dimct Testimony with respwt to tho 

Settlement Agreement on behalf of the City? 

4.1 1 Yes, it does. 
c unnrblI%pla%umsna'htrrllr) of mul(oF1 !&w wsrblaq ,qaoa mi tcsl ce w a p m 4  c b  5 Ikf 4x 
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RESOLUTION NO, 13-30 

A RESOLUTION OF THE MAYOR AND CITY COUNCIL FOR THE CITY 
OF MAIUCOPA, ARIZONA, AUTiiORIZING THE CITY OF MAIUCOPA 
TO EXECUTE THE PROPOSED SETTLEEMNT AGREEMENT OF THE 
RATl?, ADJUSThrlENT APPLICA'MONS OF GLOBAL WATER 
RESOURCES, XNC. ('GLOBAL"), INCLUDING THE INDIVlxlUAL 
APPLICATIONS OF GLOBAL WATER- SANTA CRUZ WATER 
COMPANY ("SAJYTA CRUZ") ANR GLOBAL WATER - PAL0 VERDE 
UTILITIES COMPANY ("PALO VERDEn) 

WHEREAS, on July 9,2012, Global Water filed rate incnaSe Applications with the 
AFizona Cqxxation Commission ("Commission") for sewend of its watcr and wastewater utility 
& f i l i i ,  including its Smta Cruz iind Pdo Yerde dliliatts, which respectively provide water 
and wastewater public utility seMccs to individuals and businesscs located within the municipal 
bau;ndarits ofthe City of Maricopa, Arizow, and, 

WHEREAS, in such Applications h t a  Cruz proposed an aggregate increase in its rzltcs 
of 26.1 % and Palo Verde proposed rtlggregatie increasr! in its xatos of 27.9%; and 

WHEREAS, rhe City of Maricopa nevertheless concluded that tke a f o d d  incrcgse in 
~cvtnues fequestcd by $anta Cruz and Palo Ye& was too high; and, 

WHEREAS, on Fetwwary 22,20 13, ttte: City of MaricoPa, h n q  filed its Application 
for Leave to Intervene in tht &resaid rate procaoding, as the m e  pcrtaina to Global Water's 
Smta Cruz and Paio V& system because of a concern upon the part of dta City of Maricojm, 
kriurna, as to the magnitude of the rate inmases Global Water was proposing for ratepayers 
served by its $anta CTUZ d Pdo Ye& systelm; grid, 



i ' .  
Codssion Staff, RUCO, the City of Maricopq tk Malic- Area HOAs, New World 
Properties, Inc., Sierra Negra Rancti, L.L.C. and Willow Valley Club Association fkom July 18, 
2013 to August 12,2013; ad, 

WHeREAs, B Settlemtnt Agreement resulting from such settll"Anent ~ ~ S C W Q ~ S  rn 
filed with the ComnMcm's Docket Control on August 13,2013; and, 



. .... 

6. Smta Cnrz and Palo Verde shall not seek to CCCOVCT any revenues 
authorized by the Commission in this rate case, or related carrying charges, d i c h  are not 
recovered during the $-year (2056.r2021) p b 4 n  period. 

7. Recycled water or effluent rate incresses to Smta Csuz and Pdo Vetcfi! 
ratepayers WlII also be pased-in O V ~  the 8-year (2014-2021) P€WC& @Od md 
"capped" at s 1 -64 p a  1,000 galions, 

8. By ~ t ; ~ s o n  of iracfusion in rate base of the Pet0 Verde Lam Clean 
Closure and Conversion Project and m m w  tesulting under &e scttlem-nt Agreement 
that Global and PaIo Vcrde i n t d  to devote to complexian of said prqjecg ratepayers atld 
midents living in thc arm intend4 to be bcnefitccf by that pjaEt will benefit fiom such 
cornpwm which Global and Palo Verde tepxesonn will allow better coatmi of the water 
released in the Santa Rosa Wash, Bmong 0th benefits, 



r OW, THEREFORE, BE I'f' FI R RESOLVED that the &yor o f  the City of 
Maricopa is hereby authorized to csccute on behalf ofthe Cily ol' Maricopa a signature page to 
the af'oresaid Scrtleoient Agmmcnt and cause he same la be Ned with the Cmmksiods 
Docket Control in Phoenix, Arizona. 

PASSED AND ADOPTED by the Mayor and Council of the City of Maricopa, Arizona, 
this 20' day of August, 20 1 3 .  

ATTEST: 

City Clerk 

APPROVED AS 'I'O FORM: 
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Exhibit City-3 

September 4,2013 
Summary of Testimony of 

Paul Jepson 

September 5-6,2013 ACC Hearing 
Docket Nos. W-01212A-12-0309 et al. 
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BEFORE THE ARIZONA CORPORATION COMMISSLON 

COMMISSIONERS 

BOB STUMP, Chairman 
GARY PIERCE 
BRENDA BURNS 
BOB BURNS 
SUSAN BITTER SMITH 

rm MATTER OF THE APPLICATION OF 
VALENCIA WATER COMPANY -TOWN DIVISION 
FOR THE ESTABLISHMENT OF JUST AND 
REASONABLE RATES AND CHARGES FOR 
UTILITY SERVICE DESIGNED TO REALIZE A 
REASONABLE RATE OF RETURN ON THE FAIR 
VALUE OF ITS PROPERTY THROUGHOUT THE 
STATE OF ARIZONA. 

[N THE MATTER OF THE APPLICATION OF 

2OMPANY FOR THE ESTABLISHMENT OF JUST 
4ND REASONABLE RATES AND CHARGES FOR 
UTILITY SERVICE DESIGNED TO REALIZE A 
REASONABLE RATE OF RETURN ON THE FAIR 
VALUE OF ITS PROPERTY THROUGHOUT THE 
STATE OF ARIZONA 

3LOBAL WATER - PAL0 VERDE UTILITIES 

) 

) 
) 
) 
) 
) 
) 

) DOCKET NO. W-O1212A-12-0309 

) DOCKET NO. S W-20445A- 12-03 10 
) 
1 
1 
) 
) 
) 
1 

[N THE MATTER OF THE APPLICATION OF 
WATER UTILITY OF NORTHERN SCOTTSDALE 
FOR APPROVAL OF A RATE INCREASE. 

) DOCKET NO. W-03720A- 12-03 1 1 
) 
1 

N THE MATTER OF APPLICATION OF WATER 
UTILITY OF GREATER TONOPAH FOR THE 
ESTABLISHMENT OF JUST AND REASONABLE 
RATES AND CHARGES FOR UTILITY SERVICE 
DESIGNED TO REALIZE A REASONABLE RATE 
3F RETURN ON THE FAIR VALUE OF ITS 
PROPERTY THROUGHOUT THE STATE OF 

) DOCKET NO. W-02450A-12-03 12 
1 
) 
) 
) 
) 
) 

4RIZONA. ) 

N THE MATTER OF THE APPLICATION OF 

BUCKEYE DIVISION FOR THE ESTABLISHMENT 
OF JUST AND REASONABLE RATES AND 
ZHARGES FOR UTILITY SERVICE DESIGNED TO 
REALIZE A REASONABLE RATE OF RETURN ON 

THROUGHOUT THE STATE OF ARIZONA. 

VALENCIA WATER COMPANY - GREATER 

rm FAIR VALUE OF ITS PROPERTY 

) DOCKET NO. W-02451A- 12-0313 
1 
1 
) 
) 
) 
) 
) 
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N THE MATTER OF THE APPLICATION OF 

ZOMPANY FOR THE ESTABLISHMENT OF JUST 
4ND REASONABLE RATES AND CHARGES FOR 
UTILITY SERVICE DESIGNED TO REALIZE A 
REASONABLE RATE OF RETURN ON THE FAIR 
VALUE OF ITS PROPERTY THROUGHOUT THE 
STATE OF ARIZONA. 

3LOBAL WATER - SANTA CRUZ WATER 

[N THE MATTER OF THE APPLICATION OF 
WILLOW VALLEY WATER COMPANY FOR THE 
ZSTABLISHMENT OF JUST AND REASONABLE 
WTES AND CHARGES FOR UTILITY SERVICE 
IESIGNED TO REALIZE A REASONABLE RATE 
3F RETURN ON THE FAIR VALUE OF ITS 
’ROPERTY THROUGHOUT THE STATE OF 
4RIZONA. 

) 

) 
) DOCKET NO. W-20446A- 12-03 14 

) 

) DOCKET NO. W-0 1732A- 12-03 15 

) NOTICE OF FILING OF 
) SUMMARY OF TESTIMONY OF 
) CITY OF MARICOPA WITNESS 
) PAULJEPSON 

The City of Maricopa, Arizona hereby provides notice of filing of the attached summary 

if the testimony of Paul Jepson on behalf of the City of Maricopa. 

Dated this 4th day of September 2013. 

Respectfully submitted, 

“CrSJ k 8- 
Lawrence V. Robertson, Jr. 
Attorney for City of Maricopa 

and 

Denis Fitzgibbons 
City Attorney for 
City of Maricopa, Arizona 

The original and thirteen (1 3) copies 
if the foregoing will be filed the 4th 
lay of September 201 3 with: 

Docket Control Division 
4rizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

4 copy of the same served by e-mail 
ir first class mail that same date to: 

411 Parties of Record 
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Summary of Testimony 
Of 

Paul Jepson 
On Behalf 

of 
City of Maricopa, Arizona 

On July 8, 2013, the City of Maricopa (“City”) filed the prepared Direct Testimony of 
Paul Jepson in the above-docketed proceedings. In his prepared testimony, Mr. Jepson indicated 
.hat the City of Maricopa had intervened in the above-docketed proceedings for two reasons. 
First, the City was concerned about the economic impact of Global Water - Santa Cruz Water 
Zompany (“Santa Cruz”) and Global Water - Palo Verde Utilities Company (“Palo Verde”) 
-equested increases in revenues and rates upon both residents of the City, who are customers of 
Santa Cruz and Palo Verde, and upon the City itself as a customer of each of those companies. 
Second, and to the extent that any of the aforesaid requested increases in rates were attributable 
o Global Water, Inc.’s (“Global”) use of funds obtained by Global under Infrastructure 
Zoordination and Finance Agreements (“ICFAs”), the City wanted to be in a position to 
iscertain if Global’s use of those funds was consistent with certain criteria set forth in Resolution 
To. 11-40, which was adopted by the City’s Mayor and Council on June 23, 2011. In that 
Resolution, the City conditionally expressed support for the use of ICFAs as a means for 
‘inancing water, wastewater and recycled water infrastructure on a regional basis, subject to such 
ise (i) facilitating and resulting in appropriately priced rates and charges for water, wastewater 
ind recycled water services, (ii) compliance with certain criteria or “pathways” governing the 
ise of those funds and (iii) consistency with any applicable rules and regulations of the 
,ommission. 1 

In his July 8, 2013 prepared testimony, Mr. Jepson discussed the types of information the 
2ity would be seeking through pre-hearing discovery and the forthcoming evidentiary hearings, 
n order to enable it to formulate a final position in the above-docketed proceedings. In addition, 
le also referred to the possibility of settlement discussions among the parties prior to the 
;ommencement of the evidentiary hearings, and expressed the opinion upon behalf of the City 
;hat such discussions would be constructive and potentially cost-saving for all concerned. 

On August 21, 2013 the City filed the prepared Direct Testimony of Paul Jepson on 
3ehalf of the City with respect to the August 13, 2013 Settlement Agreement which has been 
-cached among various parties in the above-docketed proceedings, including the City. 

Attached to Mr. Jepson’s testimony was a copy of Resolution No. 13-30, as adopted by 
.he City’s Mayor and Council on August 20, 2013. The Resolution enumerated various benefits 
which had been negotiated for Santa Cruz and Palo Verde ratepayers and the City of Maricopa 
inder the Settlement Agreement. These benefits included (i) a 44% reduction in Santa Cruz’s 
iriginal revenue requirement request; (ii) a 5 1% reduction in Palo Verde’s original revenue 
aequirement request; (iii) an aggregate increase of 10.4% for the Santa Cruz median residential 
xstomer versus the original aggregate increase request of 29% for such customers; (iv) an 
iggregate increase of 10.5% for the Palo Verde median residential customer versus an original 
iggregate increase request of 24% for such customers; (v) an 8-year phase-in period (2014-2021) 
For such increases with no increase in the first year of the phase-in period; (vi) an agreement by 
,he Santa Cruz and Palo Verde that they will not file another rate increase application before 
Way 3 1,2017 and will not use a rate case test period ending before December 31, 201 6 ;  (vii) an 
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igreement by Santa Cruz and Palo Verde that neither shall seek to recover any revenues 
iuthorized by the Commission in the above-docketed proceedings, or related carrying charges, 
which are not recovered during the 8-year (2014-2021) phase-in period; (viii) provision that 
“ecycled water or effluent rate increases to Santa Cruz and Palo Verde ratepayers will also be 
3hased-in over the 8-year (2014-2021) phase-in period and “capped” at $1.64 per 1,000 gallons; 
Iix) an agreement by Global that it will not enter into any new ICFAs from the effective date of a 
Clommission decision approving the Settlement Agreement; and (x) with respect to future fees to 
3e paid by parties to existing ICFAs, $1,250 shall be paid to Santa Cruz and Palo Verde, 
-espectively, as Hook-Up Fees to be placed into segregated bank accounts reserved solely for use 
3y each utility in connection with the construction of future infrastructure to meet future demand 
.hereby contributing to the financial stability of each utility to provide adequate and reIiable 
service to their respective ratepayers. 

In his August 21, 2013 prepared Direct Testimony related to the Settlement Agreement, 
Mr. Jepson indicated that the Settlement Agreement satisfactorily addressed the two concerns the 
2ity had when it initially requested intervention in the above-docketed proceedings, which he 
lad previously identified in his July 8, 2013 prepared Direct Testimony. In that regard, Mr. 
lepson stated that the City believed Commission approval of the aforesaid Settlement Agreement 
would be in the best interest of ratepayers of the Santa Cruz and Palo Verde systems and the City 
tself. 

c.\”sers\~gela\documents\larry\city of maricopa\global wateAp. jepson summary testimony clnl hl doc 

2 



i .  

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

BEFOlRE THE ARIZONA CORPORATION COMMISSION 

COMMISSIONERS 

BOB STUMP, Chairman 
GARY PIERCE 
BRENDA BURNS 
BOB BURNS 
SUSAN BITTER SMITH 

THE MATTER OF THE APPLICATION OF 

DIVISION FOR THE ESTABLISHMENT OF 
JUST AND REASONABLE RATES AND 
CHARGES FOR UTILITY SERVICE 
DESIGNED TO REALIZE A REASONABLE 
RATE OF RETURN ON THE FAIR VALUE 
OF ITS PROPERTY THROUGHOUT THE 
STATE OF ARIZONA 
THE MATTER OF THE APPLICATION OF 
GLOBAL WATER-PAL0 VERDE UTILITIES 
COMPANY FOR THE ESTABLISHMENT OF 
JUST AND REASONABLE RATES AND 
CHARGES FOR UTILITY SERVICE 
DESIGNED TO REALIZE A REASONABLE 
RATE OF RETURN ON THE FAIR VALUE 
OF ITS PROPERTY THROUGHOUT THE 

VALENCIA WATER COMPANY - TOWN 

STATE OF ARIZONA 
THE MATTER OF THE APPLICATION OF 
WATER UTILITY OF NORTHERN 
SCOTTSDALE, INC. FOR A RATE 
INCREASE 
THE MATTER OF THE APPLICATION OF 
WATER UTILITY OF GREATER TONOPAH 
FOR THE ESTABLISHMENT OF JUST AND 
REASONABLE RATES AND CHARGES FOR 
UTILITY SERVICE DESIGNED TO REALIZE 
A REASONABLE RATE OF RETURN ON 
THE FAIR VALUE OF ITS PROPERTY 
THROUGHOUT THE STATE OF ARIZONA 

33399 19.1 

Docket No. W-01212A-12-0309 

TESTIMONY 
OF 

PAMELA HILLIARD 
(AMENDED) 

Docket No. SW-20445A-12-0310 

Docket No. W-03720A-12-0311 

Docket No. W-02450A-12-03 12 
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THE MATTER OF THE APPLICATION OF 

BUCKEYE DIVISION FOR THE 
ESTABLISHMENT OF JUST AND 
REASONABLE RATES AND CHARGES FOR 
UTILITY SERVICE DESIGNED TO REALIZE 
A REASONABLE RATE OF RETURN ON 
THE FAIR VALUE OF ITS PROPERTY 
THROUGHOUT THE STATE OF ARIZONA 
THE MATTER OF THE APPLICATION OF 

COMPANY FOR THE ESTABLISHMENT OF 
JUST AND REASONABLE RATES AND 
CHARGES FOR UTILITY SERVICE 
DESIGNED TO REALIZE A REASONABLE 
RATE OF RETURN ON THE FAIR VALUE 
OF ITS PROPERTY THROUGHOUT THE 
STATE OF ARIZONA 
THE MATTER OF THE APPLICATION OF 
WILLOW VALLEY WATER COMPANY FOR 
THE ESTABLISHMENT OF JUST AND 
REASONABLE RATES AND CHARGES FOR 
UTILITY SERVICE DESIGNED TO REALIZE 
A REASONABLE RATE OF RETURN ON 
THE FAIR VALUE OF ITS PROPERTY 
THROUGHOUT THE STATE OF ARIZONA 

VALENCIA WATER COMPANY - GREATER 

GLOBAL WATER-SANTA CRUZ WATER 

Docket No. W-02451A-12-0313 

Docket No. W-20446A- 12-03 14 

Docket No. W-01732A-12-0515 

Testimony 
of 

PameIa Hilliard 
(Amended) 

August 22,ZO 13 
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Executive Summary 

Pamela Hilliard is the Director of Operations for Tempe/Tucson at AAM, LLC, a 
professional community association management company. Ms. Hilliard is in charge of 
community managers for eight homeowners associations in the Maricopa area. She has helped 
the group of 14 homeowners associations participate in this case in an organized manner by 
helping the group hire an attorney and facilitating communications. 

Ms. Hilliard testifies as to the benefits of the August 13,2013 settlement agreement to the 
homeowners associations in Maricopa, and the importance of considering residential rates in 
conjunction with the rates paid by homeowners associations that affect residents through 
assessments. She testifies regarding the associations that depend on potable water for outdoor 
landscaping, and estimates that the majority of Maricopa households are currently affected by 
the effluent and raw groundwater rates, 

The settlement agreement’s benefits include no rate increase in 2014 and then gradual and 
relatively small rate increases for residential customers. Rather that a large immediate increase 
in the effluenthon-potable groundwater rate to $2.00 per 1000 gallons as was proposed, the 
settlement agreement proposes to gradually increase the effluenthon-potable groundwater to 
$1.6380 per gallon over an 8-year period, with no increase the first year. The settlement 
agreement also resolves the treatment of ICFA funds, and phases in the rate impact of Global’s 
sewer plant that is not currently used. 

- 3 -  
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Q- 
A. 

Q* 
A. 

Q* 
A. 

Q* 
A. 

Q. 

A. 

Q* 
A. 

Please state your name, position, business address, and telephone number. 

My name is Pamela Hilliard. I am a Director of Operations for Tempe/Tucson at AAM, 

LLC, a professional community association management company. My business address 

for the purposes of this case is 1600 W. Broadway Road, Suite 200, Tempe, Arizona 

85282. 

Have you previously testified before the Commission? 

Not as a witness in a hearing. I have given public comments in this case and the prior 

rate case. 

What communities do you manage in the Maricopa area? 

I currently oversee all community managers for AAM, LLC in the Maricopa area, and 

directly manage the Rancho El Dorado Phase I11 Homeowners Association. AAM also 

manages the Alterra Homeowners Association, Cobblestone Farms Homeowners 

Association, Glennwilde Homeowners’ Association, Homestead North Homeowners’ 

Association, Province Community Association, Rancho Mirage Master Planned 

Community Homeowners Association, and Sorrento Community Master Association. 

How have you been involved in this case? 

I have helped the group of 14 homeowners associations to participate in this case in an 

organized manner by helping the group to hire an attorney and by providing my time to 

communicate and facilitate. Through my involvement, I have become generally familiar 

with the issues in the rate cases. 

Are there other homeowners associations in the Maricopa area that are not part of 

the 14 that have intervened in this case? 

Yes, there are other associations that did not intervene in this case. 

What is the purpose of your testimony? 

The purpose of my testimony is to describe my understanding of the benefits of the 

settlement agreement terms as they apply to homeowners associations in Maricopa. 
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Q* 
A. 

Q* 
A. 

What is the nature of the homeowners associations’ interests in this case? 

The homeowners associations within the City of Maricopa own or manage land and 

community facilities within their respective communities. The homeowners association 

facilities are served with water, sewer, and some also purchase effluent andor raw 

groundwater from Global Water-Santa Cruz Water Company and Global Water-Palo 

Verde Utilities Company (together, “Global Water”). As water and sewer customers, the 

homeowners associations are interested in the water and sewer rates applicable to the 

homeowners association facilities as those rates are operational expenses. The primary 

concern is water costs due to the volume of water used for outdoor landscape 

maintenance. Some associations rely on potable water for outdoor uses, and others rely 

on raw groundwater, effluent, or a combination of both. The outdoor water expense is a 

significant portion of the homeowners associations’ operational budgets. 

In addition to the homeowners associations’ interest in monitoring their own water 

and sewer costs, the homeowners associations are also interested in monitoring costs of 

water and sewer service to their members, who consist of residential users within the 

communities. Residential users must pay their own water and sewer bill, but are also 

required to pay indirectly for the homeowners associations’ bills through member dues 

and assessments. Homeowners associations are funded by homeowners. It is important 

that the overall water and sewer rate burden is fair to residents. 

How many associations purchase potable water for outdoor landscaping? 

I know that Acacia Crossings Homeowners Association, Alterra Homeowners 

Association, Desert Cedars Homeowners Association, Desert Passage Community 

Association, Palo Brea Homeowners Association, Inc., Santa Rosa Ranches, Senita 

Community Association, Rancho El Dorado currently use potable water. 
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Q. 
A. 

Q* 

A. 

Q. 
A. 

Q. 

A. 

How many associations purchase effluent or raw groundwater from Global Water? 

I am aware that the following communities that use effluent, raw groundwater, or a 

combination of the two sources provided by Global Water: Villages at Rancho El Dorado 

(1938 lots), Rancho El Dorado Phase I11 (2283 lots), Cobblestone (891 lots), Glennwilde 

(1948 lots), Homestead North (2295 lots), Maricopa Meadows (1 626 lots), Rancho 

Mirage (977 lots), Sorrento (2127 lots), and Province (2150 lots). I understand that 

Tortosa (3526 lots) will use effluent soon too. I should clarify, too, that these 

communities use effluent when effluent is available. It is my understanding that Global 

Water delivers raw groundwater to effluent customers during peak use times when there 

is not enough effluent to satisfy all the demand. 

How many households are represented by the communities that use effluent or raw 

groundwater? 

It is difficult to obtain exact numbers of households for all these communities as some are 

in the process of being built out. I gathered some numbers and estimate roughly that 

there are already a minimum of 10,000 houses already built in these subdivisions, 

Do you know how many households there are in the City of Maricopa? 

The population of the City of Maricopa was 43,482 according to the 2010 Census. The 

Census also indicated there were an average of 2.68 persons per household in Pinal 

County. Using these numbers, there are approximately 16,225 households in Maricopa. 

So, currently, I estimate that more than half of the households in Maricopa pay the 

effluent or raw groundwater rate indirectly through their homeowners association dues, 

and this number will grow as these new communities are built out. 

Are the 14 homeowners associations that intervened in this case parties to the 

settlement agreement? 

We are still in the process of voting. As of today, the following associations have joined 

the settlement agreement: 
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Q* 

A. 

Alterra Homeowners Association 

Cobblestone Farms Homeowners Association 

Desert Cedars Homeowners Association 

Homestead North Homeowners Association 

Maricopa Meadows Homeowners Association 

Province Community Homeowners Association 

Rancho El Dorado Homeowners Association 

Rancho El Dorado Phase 111 Homeowners Association 

Senita Community Association 

Sorrento Community Master Association 

How does the settlement agreement benefit homeowners associations in the City of 

Ma ri c opa ? 

I am not an expert on rate issues by any means, so we have relied on the other parties' 

experts and testimony for the detailed rate calculations. In general, though, in evaluating 

the impact of the settlement agreement terms on homeowners associations, we looked at 

both the estimated impacts to the median residential customer with an eye toward 

affordability for residents and associations that rely on potable water, and we also looked 

at the effluent and raw groundwater rates to determine if we thought the amounts and 

timing are fair. 

Although no one is excited about another rate increase, the amounts seem fair to 

both groups in light of the other benefits to which Global Water agreed in the settlement 

agreement. The rate increases for potable customers should be relatively small and 

- 7 -  



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

I 

I Q* 
A. 

gradual as long as their usage amount does not change substantially. Global’s initial 

proposal for effluent and non-potable groundwater rates was to immediately increase 

them by over 250oJ0, from the current rate to $2.00 per 1000 gallons. This would have 

been an enormous burden for the majority of residents who live in the homeowners 

associations that rely on effluent or raw groundwater for outdoor landscaping. The 

settlement agreement addresses this concern by raising the effluent rate more gradually 

from the current rate to $1.6380 per 1000 gallons over a period of 8 years. 

Although we would have liked to have had a lower overall increase for effluent 

and raw groundwater, we agreed to the proposed schedule with the understanding that the 

prices will be fixed and known for 8 years. One of the most important benefits is the 

certainty we will achieve in both residential and effluenthaw groundwater rates over the 

next 8 years. It is a benefit to the homeowners associations to know rate increases in 

advance so that we can plan our budgets, and, if needed after considering all other budget 

factors or alternative options, raise assessments gradually. It is helpful that there will be 

no rate increase in 2014. This will allow more time for planning. 

Another benefit we see is the resolution of the dispute regarding the treatment of 

Global Water’s Infrastructure Coordination and Financing Agreement (“ICFA”) funds in 

a manner that will provide certainty and negotiated protections to homeowners and the 

associations regarding the effect those funds will have on rates going forward. This issue 

has been a point of disagreement for the two rate cases I have watched. 

I also think it is helpful that the settlement agreement, at least for the next few 

years, phases in the rate impact of Global’s sewer plant that is not currently used. I am 

told that otherwise we might have had a big spike in rates if use of that plant started in the 

next few years. 

Does this concIude your testimony? 

Yes. 
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RYLEY CARLOCK & APPLEWHITE 
One North Central Avenue, Suite 1200 
Phoenix, Arizona 85004-441 7 
Telephone: 6021258-7701 
Fax: 6021257-9582 
Michele Van Quathem - Bar No. 0 19 1 85 
Shervl A. Sweenev - Bar No. 009863 
mvq@rcalaw.com’ 
ssweeney@rcalaw.com 

Attorneys for: 
Acacia Crossings Homeowners Association 
Alterra Homeowners Association 
Cobblestone Farms Homeowners Association 
Desert Cedars Homeowners Association 
Desert Passage Community Association 
Glennwilde Homeowners’ Association 
Homestead North Homeowners’ Association 
Maricopa Meadows Homeowners Association 
Province Community Association 
Rancho El Dorado Homeowners Association 
Rancho El Dorado Phase 111 Homeowners Association 
Rancho Mirage Master Planned Community 

Homeowners Association 
Senita Community Association 
Sorrento Community Master Association 

BEFORE THE ARIZONA CORPORATION COMMISSION 

COMMISSIONERS 

BOB STUMP, Chairman 
GARY PIERCE 
BRENDA BURNS 
BOB BURNS 
SUSAN BITTER SMITH 

THE MATTER OF THE APPLICATION OF 

DIVISION FOR THE ESTABLISHMENT OF 
JUST AND REASONABLE RATES AND 
CHARGES FOR UTILITY SERVICE 
DESIGNED TO REALIZE A REASONABLE 
RATE OF RETURN ON THE FAIR VALUE 
OF ITS PROPERTY THROUGHOUT THE 
STATE OF ARIZONA 

VALENCIA WATER COMPANY - TOWN 
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NOTICE OF FILING ADDITIONAL 
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THE MATTER OF THE APPLICATION OF 

COMPANY FOR THE ESTABLISHMENT OF 
JUST AND REASONABLE RATES AND 
CHARGES FOR UTILITY SERVICE 
DESIGNED TO REALIZE A REASONABLE 
RATE OF RETURN ON THE FAIR VALUE 
OF ITS PROPERTY THROUGHOUT THE 

GLOBAL WATER-PAL0 VERDE UTILITIES 

STATE OF ARIZONA 
THE MATTER OF THE APPLICATION OF 
WATER UTILITY OF NORTHERN 
SCOTTSDALE, INC. FOR A RATE 
INCREASE 
THE MATTER OF THE APPLICATION OF 
WATER UTILITY OF GREATER TONOPAH 
FOR THE ESTABLISHMENT OF JUST AND 
REASONABLE RATES AND CHARGES FOR 
UTILITY SERVICE DESIGNED TO REALIZE 
A REASONABLE RATE OF RETURN ON 
THE FAIR VALUE OF ITS PROPERTY 
THROUGHOUT THE STATE OF ARIZONA 
THE MATTER OF THE APPLICATION OF 
VALENCIA WATER COMPANY - GREATER 
BUCKEYE DIVISION FOR THE 
ESTABLISHMENT OF JUST AND 
REASONABLE RATES AND CHARGES FOR 
UTILITY SERVICE DESIGNED TO REALIZE 
A REASONABLE RATE OF RETURN ON 
THE FAIR VALUE OF ITS PROPERTY 
THROUGHOUT THE STATE OF ARIZONA 
THE MATTER OF THE APPLICATION OF 

COMPANY FOR THE ESTABLISHMENT OF 
JUST AND REASONABLE RATES AND 
CHARGES FOR UTILITY SERVICE 
DESIGNED TO REALIZE A REASONABLE 
RATE OF RETURN ON THE FAIR VALUE 
OF ITS PROPERTY THROUGHOUT THE 
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GLOBAL WATER-SANTA CRUZ WATER 
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THE MATTER OF THE APPLICATION OF 
WILLOW VALLEY WATER COMPANY FOR 
THE ESTABLISHMENT OF JUST AND 
REASONABLE RATES AND CHARGES FOR 
UTILITY SERVICE DESIGNED TO REALIZE 
A REASONABLE RATE OF RETURN ON 
THE FAIR VALUE OF ITS PROPERTY 
THROUGHOUT THE STATE OF ARIZONA 

Docket No. W-0 1732A- 12-03 15 

Section 11.7 of the Settlement Agreement filed in this matter on August 13, 2013, 

contemplates that “any party to the Global Rate Dockets may join in this Settlement Agreement 

as a Signatory by filing a signed signature page for that party with the Commission’s Docket 

Control in the Global Rate Dockets listed above.” Pursuant to that section, the undersigned is 

filing the attached signature pages of the following parties: 

Alterra Homeowners Association 

Desert Cedars Homeowners Association 

Homestead North Homeowners Association 

Maricopa Meadows Homeowners Association 

Rancho El Dorado Homeowners Association 

Senita Community Association 

Sorrento Community Master Association 

RESPECTFULLY SUBMITTED this 2 1‘‘ day of August, 20 13. 

RYLEY CARLOCK & APPLEWHITE 

Y Sheryl A. Sweene 
One North Centra Avenue, Suite 1200 
Phoenix, Arizona 85004-4417 
Attorneys for Maricopa Associations 
invanquathem@,rcalaw.com 
ssweenev@,rcalaw.com 

mailto:invanquathem@,rcalaw.com
mailto:ssweenev@,rcalaw.com
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ORIGINAL and 13 copies of the foregoing 
filed this 2 1 st day of August, 20 13, with: 

Docket Control 
Arizona Corporation Commission 
1200 West Washin ton 
Phoenix, Arizona i! 5007 

COPY of the foregoing mailed this 
21st day of August, 2013, to: 

Lyn Fanner, Chief Administrative Law Judge 
Dwight D. Nodes, Asst. Chief ALJ 
Arizona Corporation Commission 
1200 W. Washington St. 
Phoenix, Arizona 85007 

Steve Olea, Director 
Utilities Division 
Arizona Corporation Commission 
1200 W. Washington St. 
Phoenix, Arizona 85007 

Patrick Quinn, Director 
Michelle Wood 
Residential Utility Consumer Office 
11 10 W. Washington St., Suite 220 
Phoenix, Arizona 85007-2958 
rnwood@,azruco.gov 

Janice Alward, Chief Counsel 
Maureen A. Scott 
Wesley C. Van Cleve 
Brian E. Smith 
Legal Division 
Arizona Corporation Commission 
1200 W. Washington St. 
Phoenix, Arizona 85007 
jalward@,azcc.g;ov 
inscott@,azcc. pov 
wvancleve@azcc.gov 

Carry D. Hays 
The Law Offices of Gary D. Hays, PC 
1702 E. Highland Ave., Suite 204 
Phoenix, Arizona 850 16 
Attorney for New World Properties, Inc. 
ghays@,lawgdh.com 

Michael W. Patten 
Timothy J. Sabo 
Roshka DeWulf & Patten, PLC 
One Arizona Cetner 
400 E. Van Buren St., Suite 800 
Phoenix, Arizona 85004 
Attorneys for Applicants 
mDatten@,rdp-1aw.com - 

tsabomrdp-law . corn 
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Jeffrey W. Crockett 
Brownstein Hyatt Farber Schreck, LLP 
One E. Washington St., Suite 2400 
Phoenix, Arizona 85004 
Attorney for New World Properties, Inc. 
jcrockett@?bhfs.com 

Denis M. Fitzgibbons 
Fitzgibbons Law Offices, P.L.C. 
1 1 15 E. Cottonwood Lane, Suite 1 SO 
Casa Grande, Arizona 85 122 
City Attorney for the City of Maricopa 
denis@,fitznibbonslaw. corn 

Willow Valley Club Association 
c/o Gary McDonald, Chairman 
1240 Avalon Avenue 
Havasu City, Arizona 86404 

Andy and Marilyn Mausser 
20828 North Madison Dr. 
Maricopa, Arizona 8 5 1 3 8 

Barry W. Becker 
Bryan O’Reilly 
Sierra Negra Ranch 
50 S. Jones Blvd., Suite 101 
Las Vegas, NV 89107 

BY 

Lawrence V. Robertson, Jr. 
P.O. Box 1448 
Tubac, Arizona 85646 
Attorney for City of Maricopa 
tubaclawyer@aol. com 

Steven P. Tardiff 
44840 W. Paitilla Lane 
Maricopa, Arizona 85 139 

Dana J. Jennings 
42842 W. Morning Dove Lane 
Maricopa, Arizona 85 13 8 

Robert Metli 
Munger Chadwick, P.L.C. 
2398 E. Camelback Rd., Suite 240 
Phoenix, Arizona 85016 
Attorneys for Sierra Negra Ranch 
rimetli@,mungerchadwick.com 

William P. Sullivan 
Curtis, Goodwin, Sullivan, Udal1 & Schwab, 
PLC 
501 E. Thomas Road 
Phoenix, Arizona 850 12-3205 
wsullivan@,cnsuslaw .com 
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PROPOSED SETTLEMENT AGREEMENT OF RATE ADJUSTMENT APPLICATIONS 
DOCKET NOS. W-01212A-I20309 el al. 

A U ~ I S I  12.2013 

SIERRA NEGRA RANCH. LLC 

Its: 

ACACIA CROSSINGS HOMEOWNERS 
ASSOCIATIOK 

ALTERRA HOMEOWNERS 
ASSOCIATION 

COBBLESTONE FARMS HOMEOWNERS 
ASSOCIATION 

DESERT CEDARS HOMEOWNERS 
ASSOCIATIOK 

I 

By: 

rts: 
Name: 

DESERT PASSAGE COMMUNITY 
ASSOCIATIOK 

By: 
Name: 
its: 

. x  



PROPOSED SEI-LEMENT AGREEMENT OF RATE ADJUSTMENT APPLICATIONS 
DOCKET NOS. W-01212A.I2-0309 et al. 

August 12,2013 

SIERRA NEGRA RANCH, LLC 

ACAClA CROSSINGS HOMEOWNERS 
ASSOCIATION 

ALTERRA HOMEOWNERS 
ASSOCIATION 

COBBLESTONE FARMS HOMEOWNERS 
A SSOCIATXON 

DESERT CEDARS HOMEOWERS 
ASSOCJAJION 

DESERT PASSAGE COMMUNITY 
ASSOCIATION 

Its: 

17 



PROPOSED SETTLEMENT AGREEMENT OF RATE ADJUSTMENT APPLICATIONS 
DOCKETNOS. W-01212A-12-0309 et al. 

August 12,2013 

GLENNWILDE HOMEOWNERS' 
ASSOCIATION 

Its: 

HOMESTEAD NORTH HOMEOWNERS 
ASS0C;AnON 

MARICOPA MEADOWS HOMEOWNERS 
ASSOCIATION 

Its: 

PROVINCE COMMLTNITY ASSOCIATION 

By: 
Name: 
Its: 

RANCHO EL DORADO HOMEOWNERS 
ASSOCIATION 

By: 
Name: 
Its:- 

I '  

RANCHO EL DORADO PHASE 111 
HOMEOWNERS ASSOCIATION 

By: 
Name: 
Its: 

18 



PROPOSED SEZTLEMENT AGREEMENT OF RATE ADJUSTMENT APPLICATIONS 
DOCKETNOS. W-01212A-12-0309et al. 

August 12,2013 

GLENNWILDE HOMEOWNERS’ 
AS SOCIATION 

By: 
Name: 
Its: 

HOMESTEAD NORTH HOMEOWNERS 
AS SOCIATION 

By: 
NaIlle: 
Its: 

PROVINCE COMMUNITY ASSOCIATION 

By: 
Name: 

RANCHO EL DORADO HOMEOWNERS 
AS SOCIATION 

By: 
Name: 
Its: 

RANCHO EL DORADO PHASE III 
HOMEOWNERS ASSOCIATION 

By: 
Name: 
Its: 

18 



YKOPOSED SETTLEMENT AGREEMENT OF 1WE ADJUSTMENT APPLICATIONS 
DOCKET NOS. W-01212A-12-0309 et al. 

August 12,2013 

GLENNWILDE HOMEOWNERS’ 
ASSOCIATION 

Its: 

HOMESTEAD NORTH HOMEOWNERS 
ASSOCIATION 

Its: 

MARICOPA MEADOWS HOMEOWNERS 
ASSOCIATION 

PROVINCE COMMUNITY ASSOCIATION 

RANCHO EL DORADO PHASE 111 
HOME0 WNERS ASSOCIATION 

Name: 
Its: 

18 



PROPOSED SElTLEMENT ACIREEMENT OF RATE ADJUSTMENT APPLICATIONS 
DOCKET WOS. W-01212A-12-0309 et al. 

Airgost 12,2013 

RANCHO MIRAGE MASTER PLANNED 
COMMUNITY HOMEOWNERS 
ASSOCIATION 

Its: 

SENITA COMMUNITY ASSOCIATION 

SORRENTO COMMUNITY MASTER 
ASSOCIATION 
By: 
Name: 
Its: 

19 



SORRENTO COMMUNlTY MASTER 
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RYLEY CARLOCK & APPLEWHITE 
One North Central Avenue, Suite 1200 
Phoenix, Arizona 85004-44 17 
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Telephone: 602/258-770 1 c-3~ CQMMISSi??: 
Fax: 602/257-9582 
Michele Van Quathem - Bar No. 0191 85 
Sheryl - -  A. Sweeney - Bar No. 009863 

DOCKET CONTROL 

mvq(ircalaw.com 
ssweeney@,rcalaw .com 

Attorneys for: 
Acacia Crossings Homeowners Association 
Alterra Homeowners Association 
Cobblestone Farms Homeowners Association 
Desert Cedars Homeowners Association 
Desert Passage Community Association 
Glennwilde Homeowners’ Association 
Homestead North Homeowners’ Association 
Maricopa Meadows Homeowners Association 
Province Community Association 
Rancho El Dorado Homeowners Association 
Rancho El Dorado Phase I11 Homeowners Association 
Rancho Mirage Master Planned Community 

Homeowners Association 
Senita Community Association 
Sorrento Community Master Association 

Arizona CorporaD’on Commission 
DOCKETED 

SEP - 4 2013 

BEFORE THE ARIZONA CORPORATION COMMISSION 

COMMISSIONERS 

BOB STUMP, Chairman 
GARY PIERCE 
BRENDA BURNS 
BOB BURNS 
SUSAN BITTER SMITH 

THE MATTER OF THE APPLICATION OF 

DIVISION FOR THE ESTABLISHMENT OF 
JUST AND REASONABLE RATES AND 
CHARGES FOR UTILITY SERVICE 
DESIGNED TO REALIZE A MASONABLE 
RATE OF RETURN ON THE FAIR VALUE 
OF ITS PROPERTY THROUGHOUT THE 
STATE OF ARIZONA 

VALENCIA WATER COMPANY - TOWN 
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THE MATTER OF THE APPLICATION OF 

COMPANY FOR THE ESTABLISHMENT OF 
JUST AND REASONABLE RATES AND 
CHARGES FOR UTILITY SERVICE 
DESIGNED TO REALIZE A REASONABLE 
RATE OF RETURN ON THE FAIR VALUE 
OF ITS PROPERTY THROUGHOUT THE 
STATE OF ARIZONA 
THE MATTER OF THE APPLICATION OF 
WATER UTILITY OF NORTHERN 
SCOTTSDALE, INC. FOR A RATE 
INCREASE 
THE MATTER OF THE APPLICATION OF 
WATER UTILITY OF GREATER TONOPAH 
FOR THE ESTABLISHMENT OF JUST AND 
REASONABLE RATES AND CHARGES FOR 
UTILITY SERVICE DESIGNED TO REALIZE 
A REASONABLE RATE OF RETURN ON 
THE FAIR VALUE OF ITS PROPERTY 
THROUGHOUT THE STATE OF ARIZONA 
THE MATTER OF THE APPLICATION OF 

BUCKEYE DIVISION FOR THE 
ESTABLISHMENT OF JUST AND 
REASONABLE RATES AND CHARGES FOR 
UTILITY SERVICE DESIGNED TO REALIZE 
A REASONABLE RATE OF RETURN ON 
THE FAIR VALUE OF ITS PROPERTY 
THROUGHOUT THE STATE OF ARIZONA 
THE MATTER OF THE APPLICATION OF 

COMPANY FOR THE ESTABLISHMENT OF 
JUST AND REASONABLE RATES AND 
CHARGES FOR UTILITY SERVICE 
DESIGNED TO REALIZE A REASONABLE 
RATE OF RETURN ON THE FAIR VALUE 
OF ITS PROPERTY THROUGHOUT THE 
STATE OF ARIZONA 

GLOBAL WATER-PAL0 VERDE UTILITIES 

VALENCIA WATER COMPANY - GREATER 

GLOBAL WATER-SANTA CRUZ WATER 
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THE MATTER OF THE APPLICATION OF 
WILLOW VALLEY WATER COMPANY FOR 
THE ESTABLISHMENT OF JUST AND 
REASONABLE RATES AND CHARGES FOR 
UTILITY SERVICE DESIGNED TO REALIZE 
A REASONABLE RATE OF RETURN ON 
THE FAIR VALUE OF ITS PROPERTY 
THROUGHOUT THE STATE OF ARIZONA 

Docket No. W-01732A-12-0315 

Section 11.7 of the Settlement Agreement filed in this matter on August 13, 2013, 

contemplates that “any party to the Global Rate Dockets may join in this Settlement Agreement 

as a Signatory by filing a signed signature page for that party with the Commission’s Docket 

Control in the Global Rate Dockets listed above.” Pursuant to that section, the undersigned is 

filing the attached signature pages of the folIowing parties: 

0 Acacia Crossings Homeowners Association 

Glennwilde Homeowners’ Association 

0 Rancho Mirage Master Planned Community Homeowners Association 

RESPECTFULLY SUBMITTED this 4‘h day of September, 201 3. 

RYLEY CARLOCK & APPLEWHITE 

Y Sheryl A. Sweene 
One North Centra Avenue, Suite 1200 
Phoenix, Arizona 85004-4417 
Attorneys for Maricopa Associations 
mvanquathem@rcaiaw.com 
ssweenev@,rcalaw .com 

ORIGINAL and 13 copies of the foregoing 
filed this 4‘h day of September, 2013, with: 

Docket Control 
Arizona Corporation Commission 
1200 West Washin ton 
Phoenix, Arizona f 5007 
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$PPY of the foregoing mailed this 
4 day of September, 2013, to: 

Lyn Farmer, Chief Administrative Law Judge 
Dwight D. Nodes, Asst. Chief ALJ 
Arizona Corporation Commission 
1200 W. Washington St. 
Phoenix, Arizona 85007 

Steve Olea, Director 
Utilities Division 
Arizona Corporation Commission 
1200 W. Washington St. 
Phoenix, Arizona 85007 

Patrick Quinn, Director 
Michelle Wood 
Residential Utility Consumer Office 
11 10 W. Washington St., Suite 220 
Phoenix, Arizona 85007-2958 
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Jeffrey W. Crockett 
Brownstein Hyatt Farber Schreck, LLP 
One E. Washington St., Suite 2400 
Phoenix, Arizona 85004 
Attorney for New World Properties, Inc. 
jcrockett@bhfs. coni 

Janice Alward, Chief Counsel 
Maureen A. Scott 
Wesley C. Van Cleve 
Brian E. Smith 
Legal Division 
Arizona Corporation Commission 
1200 W. Washington St. 
Phoenix, Arizona 85007 
jalward@,azcc.nov 
mscott@,azcc.gov 
wvancleve@,azcc. gov 

Garry D. Hays 
The Law Offices of Gary D. Hays, PC 
1702 E. Highland Ave., Suite 204 
Phoenix, Arizona 850 16 
Attorney for New World Properties, Inc. 
ghays@lawgclh.com 

Michael W. Patten 
Timothy J. Sabo 
Roshka DeWulf & Patten, PLC 
One Arizona Cetner 
400 E. Van Buren St., Suite 800 
Phoenix, Arizona 85004 
Attorneys for Applicants 
mpatten@,rdp-law.coin 
tsabo@,rdp-1aw.com 

Lawrence V. Robertson, Jr. 
P.O. Box 1448 
Tubac, Arizona 85646 
Attorney for City of Maricopa 
tubaclawyer@jaol.com 
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Fitzgibbons Law Offices, P.L.C. 
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Casa Grande, Arizona 85 122 
City Attorney for the City of Maricopa 
denis@,fitzgi bbonslaw . com 

Wi2fow Valley Club Association 
c/o Gary McDonald, Chairman 
1240 Avalon Avenue 
Havasu City, Arizona 86404 

William P. Sullivan 
Curtis, Goodwin, Sullivan, Udal1 & Schwab, PLC 
501 E. Thomas Road 
Phoenix, Arizona 85012-3205 
wsull ivan@casus law. corn 

Steven P. Tardiff 
44840 W. Paitilla Lane 
Maricopa, Arizona 85 139 

Dana J. Jennings 
42842 W. Morning Dove Lane 
Maricopa, Arizona 85 13 8 

Barry W. Becker 
Bryan O’Reilly 
Sierra Negra Ranch 
50 S. Jones Blvd., Suite 101 
Las Vegas, NV 89107 

BY 
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Munger Chadwick, P.L.C. 
2398 E. Camelback Rd., Suite 240 
Phoenix, Arizona 850 16 
Attorneys for Sierra Negra Ranch 
rimetli@mungerchadwick. com 



ATTACHMENT 



I 

PROPOSED SETTLEMENT AGREEMENT OF RATE ADJUSTMENT APPLICATIOKS 
DOCKET NOS W-012 12A-12-0309 et al. 

August I2,20 I3 

SIERRA NEGRA RANCH, LLC 

By: 
Name: 
Its: 

ACACIA CROSSINGS HOMEOWNERS 
AS S OCIATTON 

ALTERRA HOMEOWNERS 
ASSOCIATION 

Its: 

COBBLESTONE FARMS HOMEOWNERS 
ASSOCIATION 

By: 
Name: 
T t n L  

DESERT CEDARS HOMEOWNERS 
ASSOCIATION 

By ; 
Name: 

DESERT PASSAGE COMMUNITY 
ASSOCIATION 

Name: 
Its: 

17 

I 



PROPOSED SElTLEMENT AGREEMENT OF KATE ADJUSTMENT APPLICATIONS 
DOCKLTNOS. W-01212A-12-0309 et al. 

August 12,201 3 

MEOWNERS' 

HOMESTEAD NORTH HOMEOWNERS 
ASSOCIATION 

Name: 
Its: 

0 OWNERS 

By: 
Name: 
T+" . 

PROVINCE COMMlJNITY ASSOCIATION 

By: 
NEUlle: 
Its: 

CHO EL DORADO HO RS 

By: 
Name: 
Its: 

I1 i i  

By: 
Name: 
Its: 

18 



I ’  . 

PROPOSED SETTLEMENT AGREEMENT OF RATE ADJUSTMENT APPLICATIONS 
DOCKET NOS. W-012124-12-0309 et at. 

August 12,2013 

RANCHO MIRAGE MASTER PLANNED 
COMMUNITY HOMEOWNERS 
AS SO CIATION 
By: 629 
Name: I ‘ L ,  I ,  6;- 
Its: ’ Y r c  

SENITA COMMUNITY ASSOCIATION 

By: 
Name: 

SORRENTO COMMUNITY MASTER 
ASSOCIATION 
By: 
Name: 

19 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

BEFORE THE ARIZONA CORPORATION COMMISSION 

COMMISSIONERS 

BOB STUMP, Chairman 
GARY PIERCE 
BRENDA BURNS 
BOB BURNS 
SUSAN BITTER SMITH 

THE MATTER OF THE APPLICATION OF 

DIVISION FOR THE ESTABLISHMENT OF 
JUST AND REASONABLE RATES AND 
CHARGES FOR UTILITY SERVICE 
DESIGNED TO REALIZE A REASONABLE 
RATE OF RETURN ON THE FAIR VALUE 
OF ITS PROPERTY THROUGHOUT THE 

VALENCIA WATER COMPANY - TOWN 

STATE OF ARIZONA 
THE MATTER OF THE APPLICATION OF 
GLOBAL WATER-PAL0 VERDE UTILITIES 
COMPANY FOR THE ESTABLISHMENT OF 
JUST AND REASONABLE RATES AND 
CHARGES FOR UTILITY SERVICE 
DESIGNED TO REALIZE A REASONABLE 
RATE OF RETURN ON THE FAIR VALUE 
OF ITS PROPERTY THROUGHOUT THE 
STATE OF ARIZONA 
THE MATTER OF THE APPLICATION OF 
WATER UTILITY OF NORTHERN 
SCOTTSDALE, INC. FOR A RATE 
INCREASE 
THE MATTER OF THE APPLICATION OF 
WATER UTILITY OF GREATER TONOPAH 
FOR THE ESTABLISHMENT OF JUST AND 
REASONABLE RATES AND CHARGES FOR 
UTILITY SERVICE DESIGNED TO REALIZE 
A REASONABLE RATE OF RETURN ON 
THE FAIR VALUE OF ITS PROPERTY 
THROUGHOUT THE STATE OF ARIZONA 

3283005.2 
07/08/13 

Docket No. W-O1212A-12-0309 

DIRECT TESTIMONY 
OF 

BNAN QUILLEN 

Docket No. SW-20445A-12-03 10 

Docket No, W-03720A-12-03 11 

Docket No. W-02450A-12-03 12 



I 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

THE MATTER OF THE APPLICATION OF 

BUCKEYE DIVISION FOR THE 
ESTABLISHMENT OF .JUST AND 
REASONABLE RATES AND CHARGES FOR 
UTILITY SERVICE DESIGNED TO REALIZE 
A REASONABLE RATE OF RETURN ON 
THE FAIR VALUE OF ITS PROPERTY 
THROUGHOUT THE STATE OF ARIZONA 
THE MATTER OF THE APPLICATION OF 

COMPANY FOR THE ESTABLISHMENT OF 
JUST AND REASONABLE RATES AND 
CHARGES FOR UTILITY SERVICE 
DESIGNED TO REALIZE A REASONABLE 
RATE OF RETURN ON THE FAIR VALUE 
OF ITS PROPERTY THROUGHOUT THE 

VALENCIA WATER COMPANY - GREATER 

GLOBAL WATER-SANTA CRUZ WATER 

STATE OF ARIZONA 
THE MATTER OF THE APPLICATION OF 
WILLOW VALLEY WATER COMPANY FOR 
THE ESTABLISHMENT OF JUST AND 
REASONABLE RATES AND CHARGES FOR 
UTILITY SERVICE DESIGNED TO REALIZE 
A REASONABLE RATE OF RETURN ON 
THE FAIR VALUE OF ITS PROPERTY 
THROUGHOUT THE STATE OF ARIZONA 

Docket No. W-02451 A- 12-03 13 

Docket No. W-20446A-12-03 14 

Docket No. W-O1732A-12-03 15 

Direct Testimony 
of 

Brian Quillen 

July 8,2013 

- 2 -  



I 

I 

, 
~ 

I 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

~ 

I 26 

Executive Summary 

Brian Quillen is the Community Manager at AAM, LLC, a professional community 
association management company. Mr. Quillen manages five Maricopa community associations 
that purchase either effluent or potable water fiom Global Water - Palo Verde Utilities 
Company for use on outdoor landscaping. 

Mr. Quillen responds to the Company’s proposal [as reflected in the December 2 1, 20 12 
schedules] to increase the rates for effluent and nonpotable groundwater by over 250%. Mr. 
Quillen describes the impact such an increase could have on Maricopa associations and 
homeowners. The associations have already made changes to landscaping to conserve water 
under the current rates. 

Mr. Quillen describes his research regarding the rates charged for effluent by other 
providers in similar communities, and gives his opinion that, if rates are increased in this case, 
the effluent and nonpotable groundwater rate should not exceed $225 per acre-foot. In addition, 
Mr. Quillen requests the Commission consider setting a lower winter rate for effluent to 
encourage use of effluent to reduce problems in Santa Rosa Wash caused by wasted effluent. 
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Q. 
A. 

Q. 
A. 

Q* 
A. 

Q* 
A. 

Q. 

A. 

Q* 

Please state your name, position, business address, and telephone number. 

My name is Brian Quillen. I am a Community Manager at AAM, LLC, a professional 

community association management company. My business address for the purposes of 

this case is 1600 W. Broadway Road, Suite 200, Tempe, Arizona 85282. 

Have you previously testified before the Commission? 

No. 

What is the purpose of your testimony? 

The purpose of my testimony is to describe my background and research regarding the 

rates charged for effluent by other providers in similar communities, to describe how the 

proposed effluent rate could impact the Maricopa associations, and to provide my opinion 

on appropriate new effluent and nonpotable groundwater rates for Global Water - Palo 

Verde Utilities Company (“Global Water”). 

What communities do you manage in the Maricopa area? 

I currently manage five Maricopa homeowners associations: Sorrento Community Master 

Association, Rancho Mirage Master Planned Community Homeowners Association, 

Cobblestone Farms Homeowners Association, Homestead North Homeowners 

Association, and Alterra Homeowners Association. 

Do any of these homeowners associations purchase effluent or raw groundwater 

from Global Water? 

Yes. Of the five associations that I manage, four purchase effluent or raw groundwater: 

Sorrento, Rancho Mirage, Cobblestone Farms, and Homestead North. Alterra uses 

potable water provided by Global Water. I know of other homeowners associations in 

the Maricopa area that purchase effluent. 

What do you understand is the proposed rate increase for effluent and raw 

groundwater? 
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A. 

Q* 

A. 

Q. 

A. 

I understand the latest proposal [from Global Water’s December 21,2012 schedules] is to 

raise the price of effluent and nonpotable raw water from $185.74 per acre-foot to 

$65 1.70 per acre-foot. This is a rate increase of over 250%. 

Do you know why Global Water is proposing to increase the effluent and raw 

groundwater rates over 250%? 

No. 

Will the proposed effluent and nonpotable rate increases have an impact on the 

homeowners associations in the Maricopa area? 

Yes. I would expect the effect on each homeowners association will vary somewhat 

depending on their current financial situation, but generally, Global Water’s proposed rate 

increase would be devastating to the associations in the form of much higher water costs. 

They would be forced to decide whether to raise their homeowner assessments or to cut 

back on other services such as community maintenance and activities, or both. There is a 

state law limiting the amount of annual increases in regular assessments to homeowners 

to 20%. If the HOAs hit that limit trying to cover the new water costs and any other cost 

increase they might be experiencing, then they would be forced to cut back elsewhere in 

order to balance their budgets. 

I will provide a couple of examples. In 2013, water purchase costs alone for 

Homestead North Homeowners Association, a relatively large association, are 

approximately 12% of their total budget. If the effluent rate is increased 250%, then the 

water costs would be approximately 30% of the total association budget, a huge increase. 

A second example is Sorrento, a comparatively smaller community whose homeowners 

will feel the impact of such a rate increase on their homeowners association even more. 

Sorrento’s water purchase costs are cwently 14.4% of their budget. If the proposed rate 

increase is approved, that number will increase to 36% of the budget. 
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Q* 

A. 

Q* 

A. 

Q. 

A. 

Q- 
A. 

Do you know of homeowners associations in the Maricopa area that rely on potable 

water for landscape watering? 

Yes. Rancho El Dorado, Alterra, and Tortosa rely on potable water. There could be 

others. 

Do you expect that the proposed rate increases for potable water will have an impact 

on the homeowners associations that use potable water? 

Yes. The proposed increase for potable water does not appear to be nearly as large a 

percentage as the proposed percentage increases for effluent and nonpotable water rates, 

but the associations that rely on potable water are already paying a very large water bill, 

so it will put further strain on their budgets and their homeowners. 

Could the homeowners associations consider reducing common area water use in 

order to reduce their bills? 

Yes. All the homeowners associations that I have worked with in the past two or three 

years have already worked on water conservation. Outdoor water conservation is a 

significant concern for the boards given the large amount of their budgets that is already 

dedicated to water costs, but I do not think it is reasonable or necessary to authorize a 

250% increase to encourage further water conservation. For example, Cobblestone last 

year removed approximately 6 acres of turf from its common area landscaping. Another 

example is that Sorrento and Homestead North have not overseeded turf at all the past 3 

or more winters. I anticipate that any rate increase will cause Boards to again consider 

spending additional funds up front to replace plants, decrease turf, and make other 

sometimes unwelcome changes to reduce water use, but these changes are already 

occurring even at the current rates. 

What other effluent rates are you aware of in similar associations? 

Johnson Utilities serves areas similar to Maricopa in the Santan and Florence areas. 

Johnson Utilities charges a $273.71 per acre-foot commodity charge for nonpotable 
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Q* 
A. 

Q9 

A. 

Q* 
A. 

Q* 
A. 

groundwater, and $205.29 for effluent. I understand that Epcor Water Arizona charges 

$250.91 for effluent in its Anthem and Agua Fria wastewater districts, and $178.83 in its 

Sun City West district for untreated CAP water. 

Do you think the rate for effluent should be comparable to these amounts? 

Yes. I don’t think it is fair to raise the effluent rate as high as is being proposed when 

other providers are charging rates closer to Global Water’s current rate for the same type 

of water. 

Any other reasons? 

The effluent rate should not be set at an amount that discourages use in the winter 

months. If the rate is set too high, then the HOAs will reduce use, and more effluent will 

be wasted in Santa Rosa Wash, which I understand has already caused flooding, 

maintenance, and mosquito problems for Senita, Villages at Rancho El Dorado, Province 

and Rancho El Dorado. A higher rate will also encourage associations that are able to do 

so to look for alternative lower-cost water supplies such as groundwater withdrawn from 

their own wells. It would be more sustainable for the HOAs to use effluent rather than 

groundwater. 

What should be the new rates for effluent and nonpotable groundwater? 

If there is a rate increase granted as a result of this case, I think the effluent and 

nonpotable groundwater price should be no higher than $225 per acre-foot. The 

Commission should also consider setting a lower winter incentive price to encourage 

homeowners associations to take more effluent into their lakes in the winter months rather 

than having Global Water putting excess effluent in the Santa Rosa Wash. 

Does this conclude your testimony? 

Yes. 
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Executive Summary 

Eric Schmidt is the current President of, and a homeowner within, the Maricopa 
Meadows Homeowners Association. Mr. Schmidt describes the potential impacts of the 
proposed effluent and nonpotable rate increases on Maricopa Meadows Homeowners 
Association (“Maricopa Meadows”) and similarly-situated homeowners associations. Maricopa 
Meadows purchases effluent (or nonpotable water if sufficient effluent is not available) from 
Global Water-Palo Verde Utilities Company for use in filling its storage lake, and then the 
stored water is used to water outdoor landscaping in the common areas within the community. 

Mr. Schmidt describes that the Association would have to pass along the proposed cost 
increase to residents because residents are its only revenue source. He describes efforts that 
have already been made to conserve water and money. Maricopa Meadows has its own well and 
may look more urgently at using the well in lieu of purchased effluent if the rate is raised too 
high. Mr. Schmidt suggests that, if there must be an increase in the rates, then the rate for 
effluent and nonpotable water should be no more than $225 per acre-foot. 
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Q. 
A. 

Q- 
A. 

Q. 
A. 

Q* 
A. 

Please state your name, position, business address, and telephone number. 

My name is Eric Schmidt. I am the current President of the Maricopa Meadows 

Homeowners Association. This is a volunteer position. For the purposes of this case, I 

can be contacted through the Maricopa Homeowners Associations’ attorney, Michele Van 

Quathem at Ryley Carlock & Applewhite, 1 N. Central Ave., Suite 1200, Phoenix, 

Arizona 85004. 

Have you previously testified as a witness in a case before the Commission? 

No. 

What is the purpose of your testimony? 

The purpose of my testimony is to describe the potential impacts of the proposed effluent 

and nonpotable rate increases on Maricopa Meadows Homeowners Association 

(“Maricopa Meadows”) and similarly-situated homeowners associations. Maricopa 

Meadows purchases effluent (or nonpotable water if sufficient effluent is not available) 

from Global Water-Palo Verde Utilities Company for use in filling the storage lake, and 

then the stored water is used to water outdoor landscaping in the common areas within the 

community. 

Please describe Maricopa Meadows Homeowners Association. 

Maricopa Meadows is a nonprofit corporation that serves roughly 3500 current residents, 

and 1626 residential lots through a variety of services, including maintenance of 

approximately 80 acres of common area landscaping. All water used on common area 

landscaping is currently either effluent or nonpotable water delivered by Global Water. 

The homeowners took control of the Board in 2006. Since then, the Association has been 

struggling with the effects of the poor economy. Our Association has been affected 

severely by the downturn, as was described in a February 24, 2009 Wall Street Journal 

article I have copied and attached to my testimony. 
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Q* 
A. 

Q* 
A. 

Q. 

A. 

Q* 

A. 

Q. 

A. 

Do you own a home within Maricopa Meadows? 

Yes. I purchased my home in 2009. 

As a homeowner, how will the proposed rate increase, if granted, impact you? 

Like many other homeowners in this area, I would be impacted adversely by the 

requested rate increase, and I oppose it. 

Can you estimate how much the Association’s effluent and nonpotable water bill is 

expected to increase under Global’s current rate proposal? 

I understand the proposed increase in the effluent and nonpotable water rates is from 

$185.74 per acre-foot to $651.70 per acre-foot. In 2012, Maricopa Meadows spent 

approximately $5 1 , 134 on effluent and nonpotable water. Increasing the rate as proposed 

would mean the Association would be paying $179,413 for the same amount of water, an 

increase of approximately $128,279. 

If the effluent rate is increased over 250%, could Maricopa Meadows simply pass 

along that extra cost to the residents? 

Yes, the Association would to pass along the costs because the residents are the 

Association’s only source of revenue. If the extra cost is $128,279, then that would mean 

an additional $78.89 in assessments for each lot per year attributable solely to the water 

rate increase. 

Has the Association looked into conservation measures that could save money on 

effluent purchasing expense? 

The Association has in past years elected to not overseed the turf areas in winter months 

to save on watering costs. We have also saved money in other ways, such as enlisting 

homeowners to do some of the work that might have otherwise been contracted, such as 

graffiti repairs and Christmas light installation. Since the previous Global Water rate 

case, the Association spent approximately $100,000 to replace sprinkler heads and 

irrigation timers to reduce water waste. At a cost of over $300,000, the Association 
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Q. 

A. 

Q* 

A. 

Q* 

A. 

converted about 3 acres of sloped turf areas to low water use landscaping to avoid water 

runoff. 

Are there other homeowners associations in Maricopa that also purchase effluent 

from Global Water for landscape watering? 

Yes. As a group, we could have offered similar testimony from most of the homeowners 

associations that have intervened in this case along with Maricopa Meadows, but the 

other homeowners associations would say the same things. Other homeowners 

associations that are intervenors in this case purchase effluent or nonpotable groundwater 

from Global Water, including Province, Glennwilde, Rancho El Dorado Phase 111, 

Homestead, Sorrento, Rancho Mirage, and Cobblestone Farms. One community using 

effluent that is not an intervenor party in this case is Villages at Rancho El Dorado. 

Is there another source of water that Maricopa Meadows could use for landscaping 

that would not require a purchase from Global? 

Yes. Maricopa Meadows has its own well and grandfathered groundwater withdrawal 

right, and could use its own groundwater. If the effluent cost increases as much as Global 

has requested, then the Association will more urgently look at using the well and our 

existing facilities rather than purchasing effluent from Global. Just roughly, based upon 

the costs I am familiar with, I anticipate it would cost under $150 per acre-foot in 

electricity and other costs to use water from the Maricopa Meadows well. 

What relief are you requesting from the Commission regarding the effluent rate 

design? 

I am requesting that, if at the end of the day there is a water and sewer rate increase, that 

the percentage increase in the effluent and nonpotable water rates be more evenly spread 

between Global Water’s customers. It is not fair to charge over 250% more for effluent 

and nonpotable water supplies to homeowners associations when the overall proposed 

rate increase for other types of customers is so much less. There does not seem to be any 
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Q. 
A. 

reason for the oversized cost increase recommendation for effluent and nonpotable water. 

More specifically, I am suggesting that, if there must be an increase in the rates, then the 

rate for effluent and nonpotable water should be no more than $225 per acre-foot. 

Does this conclude your testimony? 

Yes. 
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Executive Summary 

Ken Edwards is the President of Rancho El Dorado Homeowners Association. Ken 
Edwards describes the problems experienced by the Rancho El Dorado Homeowners 
Association and residents caused by the significant effluent discharges into Santa Rosa Wash 
from GIobaI Water - Palo Verde Utilities Company’s (“Global Water’s”) P W C  Campus 1 
Water Reclamation Facility. 

The Rancho El Dorado Homeowners Association’s common area maintenance has 
included maintenance of an open space area around and within the Santa Rosa Wash. Mr. 
Edwards describes problems caused in th is  area by the discharge of effluent, including standing 
water and mosquitoes, flooding of sidewalk and street, increased vegetation, and property 
damage. 

Mr. Edwards requests that the Commission deny Global Water’s rate increase until these 
problems are addressed. 
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Q- 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Q* 
A. 

Q* 
A. 

Please state your name, position, business address, and telephone number. 

My name is Ken Edwards. I am President of Rancho El Dorado Homeowners 

Association. I have been on the Association board for six years. I own a business in 

Maricopa and have resided in the community for nine years. My business address is 

2207 1 N. Lakeside Drive, Maricopa, Arizona 85 13 8. 

Do you own a home within Rancho El Dorado? 

Yes. I purchased my home in 2004. 

Have you previously testified before the Commission? 

No. 

What is the purpose of your testimony? 

The purpose of my testimony is to describe the problems experienced by my homeowners 

association and residents caused by the significant effluent discharges from Global Water 

- Palo Verde Utilities Company’s (“Global Water’s”) P W C  Campus 1 Water 

Reclamation Facility located near the Province community by Smith Enke Road in 

Maricopa. This wastewater treatment plant discharges to Santa Rosa Wash, a naturally 

dry drainage wash that is now flowing approximately two-thirds of the year with effluent 

wasted to the Wash by Global Water. 

Please describe Rancho E1 Dorado Homeowners Association. 

Rancho El Dorado Homeowners Association is a nonprofit corporation that serves 

approximately 7,000 to 8,000 current residents in 3,067 homes through a variety of 

services, including maintenance of common area landscaping. 

Please describe the Santa Rosa Wash area and concerns. 

The Rancho El Dorado Homeowners Association’s common area maintenance has 

included maintenance of an open space area around and within the Santa Rosa Wash. 

The Santa Rosa Wash was originally landscaped with grass and had a sprinkler irrigation 

system. The Wash area was used by schools and others for recreation, such as soccer 
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Q* 

A. 

Q* 

practice. 

approximately 1,200 students ranging in age from Kindergarten through sixth grade. 

There are two schools immediately adjacent to the Wash that have 

In recent years, however, Global Water has discharged so much effluent to the 

Santa Rosa Wash that the recreation area and sprinkling system are ruined. There are 

standing ponds of water that become stagnant and breed mosquitoes, and some areas are 

filled with mud and sediment from upstream, including sediment that washes down from 

feedlots with fecal matter. Last year, the Wash area was the first area in Pinal County 

within which mosquitoes tested positive for the West Nile virus. The City treated the area 

three times last year, requiring residents to close up their houses while pesticide was 

applied. I am concerned about the safety of the nearby school children, as their 

playgrounds are adjacent to this area. 

Some days, there is so much effluent flowing in the Wash that it floods the 

sidewalks, forcing school children to walk into the street to avoid the mud and water. 

This occurs often during the winter months when kids are walking to school in the dark. 

Water also sometimes flows over the street. 

Because effluent is available in the Wash so much during the year, tree saplings 

and vegetation have grown, taking up space in the Wash, increasing the potential for a 

flash flood to overflow into the community during a storm. 

Can you estimate how much the Rancho El Dorado Homeowners Association has 

spent addressing these problems? 

It is hard to quantify how much time and money has been spent on this issue. Last year, 

Rancho El Dorado spent $88,000 removing trees and vegetation growing in the Wash. If 

we could afford to fix the damage to the playing fields, it would cost roughly $200,000 to 

remove sediment and replace the sprinkler system and turf. 

Do you think these problems might continue? 
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A. 

Q. 

A. 

Q. 
A. 

Q. 
A. 

Yes, if nothing is done about them. I understand that Global Water proposes to increase 

the cost of effluent significantly, which will likely cause less effluent usage and more 

drainage down the Wash. I also am concerned that Global Water will continue to expand 

the size of the treatment plant because Global Water’s Arizona Pollutant Discharge 

Elimination Permit materials indicate Global Water is planning to increase the size of the 

treatment plant in future years. The problem is only going to get worse unless something 

is done. 

What do you think Global Water should do to address the problems you have 

described? 

Global Water needs to first address the health and safety issues. Global Water needs to 

stop flooding the sidewalks and street to provide safe passage to school children. Global 

Water could address this by controlling effluent discharges with additional storage 

capacity, encouraging more effluent reuse including hooking up Rancho El Dorado to 

effluent, andor conducting channelization work in the Wash. Global Water could install 

fencing to prevent children from playing in the Wash area, Global Water also needs to 

address the stagnant ponds by either aerating them to prevent mosquitoes, or channeling 

the Wash to remove them. Global Water also needs to regularly clear sapling trees out to 

keep the Wash clear for drainage. 

What are you asking the Corporation Commission to do? 

The Commission should deny Global Water any rate increase until these issues are fixed. 

The Commission can help by requiring Global Water to address the issues in a cost- 

efficient manner. 

Does this conclude your testimony? 

Yes. 
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Q: 

A: 

work for City to City Commercial Real Estate. I ani a licensed real estate agent in the State of 

Arizona. As the owner of The Lead Group, I work with real estate developnient and land 

entitlement issues. 

WHAT IS YOUR NAME, EMPLOYER AND OCCUPATION? 

Richard Jellies. I own a real estate consulting company called Lead Group LLC and also 

Q: 

BACKGROUND AND PROFESSIONAL AFFILIATIONS. 

A: I have worked in the real estate and construction industries for over thirty years in Arizona 

in numerous capacities ranging from construction superintendent to acquisitions and development 

to senior management for a builder. As an eniployee of local commercial developers, local and 

national homebuilders and as a principal in the Lead Group I have entitled nearly 30,000 lots and 

developed over 10,000 lots and planned and developed infrastructure for numerous industxial and 

coiiiniercial properties. In the past, I’ve sat as a planning commissioner and sat on a number of 

ad hoc development committees. 

PLEASE DESCRIBE YOUR WORK EXPERIENCE, EDUCATIONAL 

Q: WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

A: The purpose of my testimony is to discuss the contract between intervener New World 

Properties Inc. (“NWP”)l and Global Water Resources (:‘GWR”) for the deveIopnlent of fkture 

utility infrastructure contracted for and paid by NWP. Specifically, NWP lias paid $3,750,000 to 

date to GWR under the Infrastructure, Coordination, Finance and Option Agreements (“ICFA’s”) 

in which GWR was to have utilized $1,875,000 of those funds to purchase the local water 

company and apply the balance to finance regional infrastructure that Global has obligated its 

affiliates Water UtiIity of Greater Tonopah (“WGT”) and H a s  sa yainp a U t i  1 i t  y 

First American Title Company Trust #8559 entered into the ICFA with CWR. As shown in the Reply in Support 
of the Motion to Intervene, Trust #8559 has given authority to NWP to act on its behalf in these proceedings. 
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C om p any (" HUC") to construct utility infrastructure under the ICFA's. 

Q: WHY DID NWP ENTER INTO AN ICFA WITH GWR? 

A: NWP is entitling a project known as Copperleaf, which is a 1280 acre master planned 

developiiient located in unincorporated Maricopa County, in the Tonopah area, ("Copperleaf ') 

and is located in the water CC&N of WUGT. NWP was told repeatedly by Maricopa County 

Board of Supemisor members and staff that there would need to be a regional provider for utility 

services prior to entitlement being completed on any large properties in the area. Prior to entering 

into the ICFA, GWR had expressed interest in acquiring West Maricopa Combine, Inc. 

(1' WMC'I), an Arizona corporation, the holding company for five regulated water utilities 

including WUGT. NWP was made aware of this interest and entered into discussions with GWR 

relative to GWR's interest in providing water; sewer and reclaimed water service to tlie region. At 

the time the ICFA was entered into, GWR was in the process of acquiring WMC and NWP was 

told by GWR that the only option to obtain consolidated regional utility services through GWR 

and its affiliates was to enter into the ICFA and provide funds so that GWR would be able to 

inove forward with the acquisitions necessary to provide such services and provide GWR with 

fimds necessary for its regulated utilities to finance the construction of regional utility facilities2 

Q: IN WHAT CAPACITY HAVE YOU BEENINVOLVED IN NWP'S PROJECT 

AND T H E  ICFA? 

A: For the past eight years, I have played a lead role in the entitlement process for 

Copperleaf. I have attended almost every meeting regarding zoning and infrastructure for the 

project. I also was in attendance and negotiated with Maricopa County in the meetings that are 

referenced below. I have met with or corresponded with representatives from GWR numerous 

It is my understanding that Sierra Negra Ranch, an intervenor in this casc, has a ICFA with GWR that has substantially tlie sanie 
terms and conditions as NWP's ICFA. 
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times regarding Copperleaf. 

Q: 

FINANCE AND OPTION AGREEMENT IS? 

A: ICFAs were agreements used by GWR throughout their service areas. Specifically, NWP3 

and GWR entered into an ICFA in wliicli GWR took responsibility to coordinate the provision of 

integrated water, wastewater, and reclaimed water plant and services, as well as necessary related 

services C'Utility Services"), to land owned by Trust #8559. (See, ICFA, p. 2, attached as Exhibit A): 

In addition, the ICFA provided that GWR had the financial capacity and experience to oversee and 

financially guarantee to N WP, that GWR's newly wholly owned subsidiaries, identified as WUGT 

and HUC, would have sufficient financial resources to construct the infrastructure necessary to 

provide the Utility Services described in the TCFA. (Id.) Additionally, the ICFA provided that 

GWR would provide equity to its new subsidiaries' for the capital construction and improvements 

identified as Utility Services as provided in the ICFA. (Id.). 

PLEASE DESCRIBE WHAT AN IWRASTRUCTRE, COORDINATION, 

Q: 

PERMITTING AND CONSTRUCTING THE UTILITY SERVICES? 

A: Under the ICFA, GWR, WUGT and HUC is responsible for any and all engineering, 

design, construction, licensing, permitting, payment and financing of any and all water, 

wastewater, and reclaimed water plant, production, treatment, storage, pumping, and delivery 

facilities constructed to delivery points adjacent to NWP's land or on or coimecting to GWR's, 

WUGT's or HUC's properties, iiecessary to provide water, reclaimed water, and wastewater 

service to NWP. (hi.) 

UNDER THE ICFA, WHO WAS RESPONSIBLE FOR DESIGNING, 

As stated above, Trust #8559 entered into the ICFA with GWR. 
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Q: WHAT IS THE COST TO NWP UNDER THE ICFA? 

A: Under the ICFA, NWP is obligated to pay GWR the total sun of $5,500.00 per EDU in tlie 

developments. (See, ICFA, p. 14). To date, NWP has paid GWS $3,750,000 and is obligated to pay 

an additional $16,875,000 plus a construction price index escalator under the ICFA. 

Q: 

SERVICES? 

A: 

UNDER THE ICFA, WHO WAS RESPONSIBLE FOR PROVIDING UTILITY 

Under the KFA’s, Utility Services will be provided by WUGT and HUC. (See, ICFA, 

P.4.) 

Q: 

REGULATED UTILTIY? 

A: NWP had no choice. As ineiitioned above, Copperleaf is located in unincorporated 

Maricopa County (tlie ”County”), which means all zoning and entitlements must go through the 

County Planning and Development division with ultimate approval by the Board of Supervisors. 

The County determined that a regional solution was needed to address the water and wastewater 

issue. There were several meetings held on tlie issue of a regional solution. The only viable 

option for a regional solutioii was GWR based upon their purchase of WMC. 

WHY DID NWP ENTER INTO AN ICFA WHEN IT KNEW GWR WAS NOT A 

Q: 

COUNTY THAT FORCED NWP TO ENTER INTO THE ICFAS? 

A: 

had no infiastructure presently available, “a preliminary backbone infrastructure master plan was - 

an appropriate way to evaluate the viability of water/sewer proposals for a project.” (See Exhibit 

PLEASE DESCRIBE MORE THE “MANDATES” ISSUED BY MARICOPA 

Early in the planning process, Maricopa County inforined NWP that because the projects 
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B e-mail from Wesley Slionerd to Jennifer Wittmami dated November 17,2005). Thereafter, 

several meetings were held where it was determined that an integrated regional water and 

wastewater solutioii was needed. Once this was determined, NWP worked with GWR to meet 

the County’s standards. This can be seen in the ICFA which required NWP to give land to GWR 

that was of sufficient size to hold regional water and wastewater plant, not just what was 

necessary for NWP’s project. 

Q: 

AND WASTEWATER INFRASTRUCTURE DELELOPMENT? 

A: Yes. As described below, in the “Generic Docket” which was opened in March 2006, and 

prior to NWP entering into the ICFA’s described herein, the Comniissioii was to consider various 

issues regarding GWR Inc.’s use of ICFAs. On October 6, 2006, Staff issued a Staff Repoi-t for 

the ACC’s evaluation of the regulatory impacts of noli-traditional financing arrangements for 

water and wastewater utilities and their affiliates. (“2006 Staff Report”). In the 2006 Staff 

DID STAFF SUPPORT A REGIONAL SOLUTION TO ARIZONA’S WATER 

Report, Staff noted: 

Regarding the appropriate regulatory treatment of certain non-traditional 
finding methods, Staff encourages the developinent of policies that will 
facilitate either regulated or- non-regulated entities to seek regional solutions 
to Arizona ’s water and wastewater infrasti-ucture development. Sta8 
coizcludes that certain non-traditional financing rnetliods cai7 provide 
appropriate long-term solutions which promote conservation of water supplies 
and eficient wastewater utilization. 

Q: 

A REGIONAL SOLUTION TO ARIZONA’S WATER AND WASTEWATER 

INFRASTRUCTURE DELELOPMENT? 

A: 

by counsel that the Cormnissioii was actively trying to find ways to consolidate small water 

DID NWP VIEW ICFA’S AS THE ONLY METHOD AVAILABLE TO ADDRESS 

Yes. We briefly explored the idea of f o r i i ~ i g  our own utility company but were advised 
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companies rather than encouraging their foimation. 

Q: 

EXPENDED UNDER THE ICFA’S GETS USED TO CONSTRUCT UTILITY 

INFRASTRUCTURE? 

A: Because obligations under the ICFA is paid on a per EDU basis, the Commission should 

require the subsidiary utilities to direct GWC to account for all funds paid by NWP, and others in 

similar situations, under the ICFA and deliver those funds earmarked for the EDU paid for, into a 

separate account managed by the subsidiary utility to insure their availability at the time utility 

service is needed and credit NWP for the full amount of contributions in the event any hook up 

fee is established by the utility since the ICFA exempts the parties from additional costs for 

utilities. 

AT THIS POINT, HOW CAN THE COMMISSION INSURE THAT THE MONIES 

Q: HAS THE COMMISSION ADDRESSED GWR’S ICFA’S IN THE PAST? 

A: Yes,  in Decision No. 71878 the Commission recognized that GWR had entered into 157 

ICFAs with developers in the service areas of Global Utilities. (See Decision No. 71878, p. 

12(Septeinber 15,2010)). The Conmission also acknowledged that under the ICFA’s, GWR has 

collected full& from developers in exchange for GWR’s agreement to provide Utility Service to 

developments through its subsidiaries. (Id.). Specifically, Staff noted that “ICFA fees are only 

collected in instances where a developer or landowner needs plant for utility service, and this is 

why staff views the ICFA fees as an integral part of [Global Utilities] financing of plant used to 

supply utility service.” (See Decision No. 71878, p. 23). In fact, Decision No. 71878 determined 

that: 
Conimissioiz should commence a generic investigutioii which looks ut how best to 
achieve ihe Commission‘s objectives with regard to erzcouruging the acquisition 
of troubled ivuter coinpanies and lhe developritent of regioizal infastructure 
where apyropriute. As yurt of this proceeding, we would liki? stakeholders, 
imluding Global and Stus to also address in workshops wlietlier ICFAs OY other 
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2 0  

21 

22 

2 3  

24 

25 

2 6  

mechanisms, if properly segregated and accounted for, could be utilized to 
jinunce the actwrl acquisition of troubled water conyanies, subject to 
Conmission approval. 

Additionally, we would also like stakeholders to address whether ICFAs, or some 
other mechanisin, ifproperly segregated and accounted for, would be appropriate 
for use in covering such expenses as a portion of the carrying cosis associated 
with unused regional water and wastewater facilities or iizfi.astrztcture which 
meets the Coinnzission's objectives. 

Thetcfire, we will require Slaffto notice and facilitate, ana' Global to participate 
in, stakeholder workshops designed to address these issues, and make 
reconzinendatiorzs to the Conzmissioiz on the issues discussed if2 the workshops, 
including whether it is appropriate to adopt the recoininendations in the next 
Global Utility rate case, as well as other fuiure rate cases. Tlze workshops shall 
be noticed and held in ihe existing Generic Docket. 

(See Decision No. 71 878, p. 30-3 1) 

Q: TO YOURKNOWLEDGE, DID THOSE WORKSHOPS TAKE PLACE AND 

WHAT WAS THE OUTCOME, IF ANY? 

A: Those workshops did take place and NWP was a participant. While there has been some 

resolution on various issues raised in the workshops, no action has been taken on the ICFA issue. 

Q: HOW SHOULD THE COMMISSION ADDRESS ICFA'S? 

A: As I testified above, NWP is looking for certainty that the hnds previously paid to GWR 

and those coining due in the future under ICFA's will be provided to and be available for GWR's 

subsidiary utility companies to provide utility services contracted for either through acquisition or 

construction of utility plant since the regulated utilities have been obligated by the parent to 

provide facilities and service As Staff concluded in the 2006 Staff Report, 

[To] the extent these services are provided under contracts between non- 
regulated entities, it is unclear whether the Commission has jurisdiction over 
the contracts 01- the related activities. However, the Commission does have 
jurisdiction over the regulated utilities afected by these agreements and how 
these utilities account for these costs. 

- 9 -  
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(See, 2006 Staff Report, p. 4) 

Q: 

paid to GWR for regional water, sewer and reclaimed water facilities? 

Will the property owner or developer or subsequent homebuilder absorb the cost of fees 

A: 

Q: 

A: 

No. The cost will pass through to the eventual liomebuyer. 

DOES THIS CONCLUDE YOUR TESTIMONY? 

Yes it does. 
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Exhibit B 



From: Wesley Shonerd  - ENVX [mailto:Wshonerd@rnail.rnaricopa.qov] 
Sent: Thursday, November 17, 2005 3:02 PM 
To: Matthew Holm - PLANDEVX; jennifeiw@wamplc.com 
Cc: Steven  Borst - ENVX 
Subject: RE: Copper  Leaf 
Well, Yes and No; how is that for being definitive. We received some preliminary water and 
sewer master plans as part of a new DMP tome on or about October 26, 2005. I sent Jennifer 
Wittman an email on November 3, 2005 requesting an application and fee so that the review 
could begin. Well, no app and fee, so no review. So, the documents are here but unreviewed 
because they have not complied with our request. A copy of the email is reprinted below: 
Jennifer: 
Good morning and congratulations (although belatedly). Your administrative assistant informed 
me of the "name change" and that it was a good thing! Now, on to business 
I have received the latest submittal for Copperleaf, along with copies of the Water and Sewer 
preliminary design reports. These design reports must be submitted under application 
(attached) and fee for review. You can contact Ms. Barbara LaSota with any questions on 
completing the application forms (review fees are $500 for each plan). I will keep the master 
plans here in our fife; just complete the applications and submit with a cover letter 
and check, They will provide m e  a copy of the Application form which will tell ,me to 
begin the review. This submittal was requested in our May 17, 2005 TAC memorandum. 
From my perspective only, and for projects where infrastructure is not presently available, I 
think requesting a preliminary "backbone infrastructure" master plan is an appropriate way to 
evaluate the viability of the waterjsewer proposals for a project. Anyone can write "we will build 
stuff that will comply with (name of government agencies) requirements" at this preliminary 
stage for their entitlements. Well, what if they can't? 
I think this topic would be worthy of some private meetings with Steven Borst, you, me, 
Darren, Terri to map our a consistent approach on how to handle these things. 
For example, we now have before us Lake Pleasant 5000. This project will include a bunch of 
hilly/mountainous areas and may be outside of the productive limits of the aquifer beneath 
most of the greater Phoenix area. What happens if we grant entitlements, or protected 
development rights, and they can't find the water? That may be a real problem for them. Of 
course, there could easily be solutions (perhaps expensive, but solutions) for this problem. 
Wesley A. Shonerd, P.E. 
Senior Civil Engineer 
Subdivision Infrastructure & Planning Program 

mailto:Wshonerd@rnail.rnaricopa.qov
mailto:jennifeiw@wamplc.com
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BEFORE THE ARIZONA CORPORATION COMMISSION 

Z OMMIS SIONERS 

BOB STUMP - Chairman 
GARY PIERCE 
BRENDA BURNS 
BOB BURNS 
SUSAN BITTER SMITH 

IN THE MATTER OF THE APPLICATION 

TOWN DIVISION FOR THE 
ESTABLISHMENT OF JUST AND 
REASONABLE RATES AND CHARGES 
FOR UTIL,ITY SERVICE DESIGNED TO 
REALIZE A REASONABLE RATE OF 
RETURN ON THE FAIR VALUE OF ITS 
PROPERTY THROUGHOUT THE STATE 
OF ARIZONA. 

IN THE MATTER OF THE APPLICATION 

UTILITIES COMPANY FOR THE 
ESTABLISHMENT OF JUST AND 
REASONABLE RATES AND CHARGES 
FOR UTILITY SERVICE DESIGNED TO 
REALIZE A REASONABLE RATE OF 
RETURN ON THE FAIR VALUE OF ITS 
PROPERTY THROUGHOUT THE STATE 
OF ARIZONA. 

IN THE MATTER OF THE APPLICATION 
OF WATER UTILITY OF NORTHERN 
SCOTTSDALE FOR APPROVAL OF A 
U T E  INCREASE. 

OF VALENCIA WATER COWANY- 

OF GLOBAL WATER-PAL0 VERDE 

IN THE MATTER OF APPLICATION OF 
WATER UTILITY OF GREATER 
TONOPAH FOR THE ESTABLISHMENT 
OF JUST AND REASONABLE RATES AND 
CHARGES FOR UTILITY SERVICE 
DESIGNED TO REALIZE A REASONABLE 
RATE OF RETURN ON THE FAIR VALUE 
OF ITS PROPERTY THROUGHOUT THE 
STATE OF ARIZONA. 

DOCKET NO. W-01212A-12-0309 

DOCKET NO. SW-20445A-12-0310 

DOCKET NO. W-0372OA-12-0311 

DOCKET NO. W-02450A-12-0312 



1 OF VALENCIA WATER COMPANY- 
GREATER BUCKEYE DIVISION FOR THE 
ESTABLISHMENT OF JUST AND 
REASONABLE RATES AND CHARGES 
FOR UTILITY SERVICE DESIGNED TO 
REALIZE A REASONABLE RATE OF 
RETURN ON THE FAIR VALUE OF ITS 
PROPERTY THROUGHOUT THE STATE 
OF ARIZONA. 

IN THE MATTER OF THE APPLICATION 

2 

DOCKET NO. W-20446A-12-0314 

3 

OF GLOBAL WATER-SANTA CRUZ 
WATER COMPANY FOR THE 
ESTABLISHMENT OF JUST AND 
REASONABLE RATES AND CHARGES 
FOR UTILITY SERVICE DESIGNED TO 
REALIZE A REASONABLE RATE OF 
RETURN ON THE FAIR VALUE OF ITS 
PROPERTY THROUGHOUT THE STATE 
OF ARIZONA. 

IN THE MATTER OF THE APPLICATION 
OF WILLOW VALLEY WATER 
COMPANY FOR THE ESTABLISHMENT 
OF JUST AND REASONABLE RATES AND 
CHARGES FOR UTILITY SERVICE 
DESIGNED TO REALIZE A REASONABLE 
RATE OF RETURN ON THE FAIR VALUE 
OF ITS PROPERTY THROUGHOUT THE 
STATE OF ARIZONA. 
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IN THE MATTER OF THE APPLICATION I DOCKET NO. W-02451A-12-0313 

PRE-FILED DIRECT TESTIMONY OF RICHARD JELLIES IN OPPOSITION TO 

SETTLEMENT AGREEMENT 

ON BEHALF OF 

NEW WORLD PROPERTIES, INC. 

AUGUST 21,2013 
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Q: 

A: 

Q: 
A: 

Q: 
A: 

Q: 

A: 

PLEASE STATE YOUR NAME AND YOUR RELATIONSHIP TO NEW WORLD 

PROPERTIES, JNC. 

My name is Richard Jellies and I am a development consultant for New World Properties, 

Inc. (“NWP”). 

HAVE YOU PREVIOUSLY FILED TESTIMONY IN THIS DOCKET? 

Yes. On July 8,2013, I filed direct testimony on behalf of NWP in this docket. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY AT THIS TIME? 

The purpose of my testimony is to set forth the concerns of NWP regarding the settlement 

agreement (“Settlement Agreement”) that was filed in this docket on August 13, 2013. 

The Settlement Agreement was signed by several of the parties in this case including the 

applicants, Utilities Division Staff (“Staff”) and the Residential Utility Consumer Office 

C‘RUCO’). While NWP participated in settlement discussions, it is unable to support the 

Settlement Agreement as it now stands for the reasons discussed below in my testimony. 

BEFORE WE DISCUSS THE RlEASONS WHY NWP CANNOT SUPPORT THE 

SETTLEMENT AGREEMENT, WOULD YOU PLEASE PROVIDE SOME BRIEF 

BACKGROUND AS TO WHY NWP INTERVENED IN THIS RATE CASE? 

As I discussed in my direct testimony filed July 8, 2013, NWP, on behalf of Trust 8559, 

entered into an Infi-astructure Coordination, Finance and Option Agreement (,‘,,FA’’) 

with Global Water Resources, LLC, (hereinafter, “Global Parent”) on July 11, 2006, in 

order to procure water, wastewater and reclaimed water services for a planned NWP 

development in west Maricopa County known as Copperleaf. Under the ICFA, NWP 

agreed to pay $5,500 (with a consumer price index adjustment factor) per equivalent 

dwelling unit (“EDU”) to Global Parent, and Global Parent agreed to fulfill the 

obligations set forth in Sections 1 and 2 of the ICFA. Five hundred dollars of the $5,500 

per EDU was specifically called out under the ICFA to be used by Global Parent for the 

purchase of Water Utility of Greater Tonopah (“WUGT”). Upon acquisition of WUGT, 

Global Parent would then provide water, wastewater and reclaimed water services to the 

3 
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Q: 
A: 

Q: 

A: 

Copperleaf Property using its subsidiaries WUGT and Hassayampa Utility Company, Inc. 

(,Hue’). 

At the time the ICFA was signed, NWP paid Global Parent $1,875,000 based upon 

3,750 planned EDUs (at $500 per EDU). To date, NWP has paid Global Parent $1,000 

per EDU for a total of $3,750,000. NWP must still pay the remaining $4,500 per EDU 

pursuant to the ICFA. Global Parent has entered into more than 170 ICFAs throughout 

the service areas of its utility subsidiaries as listed in Attachment B to the Settlement 

Agreement, and it is my understanding that there is only one other ICFA besides the NWP 

ICFA which required such a large upfiont payment.’ 

PLEASE DESCRIBE THE FUNCTION OF AN ICFA. 

In my earlier filed testimony, I went into some detail regarding ICFAs so I will be brief. 

In short, an ICFA is a non-conventional financing vehicle used by Global Parent to fund 

water and wastewater infkastructure. To my knowledge, Global Parent is the only entity 

that has used this type of financing vehicle in Arizona. Under an ICFA, Global Parent 

obligates its various regulated utility subsidiaries to construct substantial utility plant to 

provide water, sewer and reclaimed water service to landowners in exchange for 

landowners paying money to Global Parent to finance the utility plant. The ICFAs also 

provide for construction of necessary transmission infkastructure. 

EARLIER IN YOUR TESTIMONY, YOU STATED THAT NWP IS UNABLE TO 

SUPPORT THE SETTLEMENT AGREEMENT AS IT STANDS. PLEASE 

EXPLAIN THE REASONS WHY N W P  CANNOT SUPPORT THE SETTLEMENT 

AGREEMENT. 

To begin, Section 1.5 of the Settlement Agreement lists the purported benefits of the 

Settlement Agreement. The very last bullet point in that section lists “Resolution of issues 

regarding Infrastructure Coordination and Financing Agreements” as one of those 

benefits. Unfortunately, as I will expIain, the Settlement Agreement does not resolve all 

’ Sierra Negra Ranch has a similar upfiont payment in its ICFA with Global Parent. Sierra Negra 
Ranch is also an intervenor in this case. 
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Q: 

A: 

of the important issues surrounding ICFAs generally or NWP’s ICFA specifically. It is 

very telling that there are two intervenors in this docket with ICFAs and neither of them is 

supporting the Settlement Agreement as it stands. 

WHAT ARE THE IMPORTANT ISSUES THAT ARE NOT RESOLVED 

REGARDING ICFAS? 

If approved by the Arizona Corporation Commission (“Commission”), the Settlement 

Agreement would establish a hook-up fee (“HUF”) of $1,750 for water service h m  

WUGT and a HUF of $1,750 for wastewater service from HUC, for a combined total of 

$3,500 per residential connection in the Tonopah area. The Settlement Agreement also 

provides that the amount of the HUFs paid under an ICFA ($3,500 in the case of NWP) 

must be placed into a segregated account at the subsidiary utility (WUGT and HUC in the 

case of NWP). Section 6.4.4 of the Settlement Agreement further provides that “future 

ICFA fees received under existing ICFAs” will be split 70%-30% between Global Parent 

and its applicable utility subsidiary. 

The outstanding issues still to be resolved are: (i) the consumer price index 

(“CPI”) adjustment factor contained in the ICFAs which applies to and escalates 

developer payments made under the ICFAs; (ii) the lack of protection of monies paid 

under ICFAs which exceed the amounts allocated to HUFs (which according to the ICFA, 

are to be used for financing of the plant and transmission facilities) to ensure that those 

monies also flow to the utility which has the obligation to construct utility infrastructure 

for the developer; (iii) the proposed 70%-30% split in future payments to Global Parent 

under the ICFA results in an underpayment of HUFs to WUGT and HUC; (iv) the large 

percentage rate increase for the customers of Tonopah without a sufficient phase-in; and 

(v) the unwillingness of GIobal Parent to modi@ the ICFA in a manner which protects its 

regulated utility subsidiaries and the public in the event of a Global Parent default or 

bankruptcy affecting the current ICFA. 
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Q: 

A: 

Q: 
A: 

PLEASE EXPLAIN THE ISSUE WITH THE CPI ADJUSTMENT FACTOR IN 

THE ICFA. 

The ICFA requires that unpaid developer payment obligations under the agreement are 

adjusted according to a CPI adjustment factor which is explained in Section 4 of the 

ICFA. The ICFA provides the following example at Section 4, page 15:2 

“[Ilf the CC&N for wastewater is approved in December 2007, and a 

portion of the Landowner Payment, $500 per EDU, is due in April 2008, 

and the most current available Index is 187.3 and the Index for December 

2007 was 182.5, the Landowner Payment per EDU would be calculated as 

follows: $500 x 187.3/182.5 x 1.02 = $523.41 per EDU.” 

As illustrated by this example, the amounts due under the ICFA increase over time based 

upon the CPI adjustment factor. Under the Settlement Agreement, $3,500 of the $5,500 

payment per EDU in the case of N W P  is allocated to fimd HUFs due to WUGT and HUC. 

However, Without modification of Section 4 of the ICFA to acknowledge the Settlement 

Agreement, the $3,500 portion of NWP’s payment obligation that will be allocated to 

HUFs will continue to adjust upward over time as a result of the CPI adjustment factor. 

This will likely result in a situation where Global Parent effectively earns interest on that 

portion of the landowner fee that is allocated to HUFs. This is not equitable, and NWP 

should not be required to pay what effectively amount to interest on HUFs. 

WHAT CAN THE COMMISSION DO TO CORRECT THIS PROBLEM? 

While the Commission has not found that Global Parent is a public service corporation, 

Staff requested and Global Parent agreed to seek party status in this case. Thus, Global 

Parent has willingly subjected itself to the Commission’s jurisdiction in this docket. In 

addition, as discussed at page 4, line 16 of Mr. Armstrong’s direct testimony for Staff, 

Global Parent has “never contended that ICFAs are non-jurisdictional to the ACC.” Thus, 

A copy of N W ’ s  ICFA was attached as Attachment “A” to the Direct Testimony of Richard 
Jellies filed July 8,2013. 
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Q: 

A: 

Q: 
A: 

the Commission could order Global Parent to remove the CPI adjustment factor fiom the 

ICFA. 

CAN YOU PLEASE EXPLAIN NWP’S CONCERN REGARDING ACCOUNTING 

FOR MONIES RECEIVED BY GLOBAL PARENT IN EXCESS OF 

APPLICABLE HUFS? 

Section 6.3 of the Settlement Agreement addresses past funds received by Global Parent 

under existing ICFAs and Section 6.4 addresses kture funds received under existing 

ICFAs. The problem with these sections as drafted is that they do not ensure that past and 

fbture funds provided by a developer to Global Parent will be used for their intended 

purposes, or more specifically, that the subsidiary utility with the obligation to construct 

utility plant will have access to the monies that were received by Global Parent to finance 

such utility plant. Pursuant to Recital J of NWP’s ICFA, $500 of the $5,500 payment per 

EDU was allocated toward the cost of utility acquisition. The balance of NWP’s 

payments were to be used for the coordination and financing of construction of substantial 

regional infrastructure including utility plant (which would now be constructed with 

HUFs) and significant transmission infrastructure as set forth in Exhibits D and H of the 

ICFA. In fact, the ICFA goes further in discussing what would occur in the event that the 

agreement could not be fulfilled for various reasons and defines the amount of the 

landowner payments that Global Parent could keep as no more than 15% if no plant or 

transmission infrastructure was constructed. Therefore, NWP believes that a minimum of 

$4,675 (or 85% of NWP’s total $5,500 payment per EDU) should flow through to and be 

available to the WUGT and HUC for construction of the required plant and infkastructure. 

WHAT CAN THE COMMISSION DO TO CORRECT THIS PROBLEM? 

The Commission can monitor Global Parent to ensure that the monies received under the 

ICFAs are available and used for their intended purposes. As stated in Mr. Armstrong’s 

direct testimony for Staff, Global Parent has a history of moving monies around that were 

received under ICFAs. Mr. Armstrong states that even though Global Parent had 
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Q: 

A: 

segregated ICFA accounts after the last rate case, “funds deposited into this account are 

routinely (and almost immediately) transferred out of this account and into what Staff 

presumes is the company’s general purpose bank a~count.”~ The Settlement Agreement 

makes no mention of segregating the finds that Global Parent receives above and beyond 

the HUF amounts. Requiring a segregated fund as contemplated in Mr. Armstrong’s 

testimony for all ICFA monies would be appropriate given Global Parent’s past history. 

Additionally, NWP believes that its ICFA should be amended to make clear that monies 

intended to be used by WUGT and HUC to provide utility plant and transmission 

infrastructure belong to those utilities (which have the obligation to provide utility 

services) and not Global Parent. This would help ensure that in the event of a bankruptcy 

by Global Parent, no judge could rule that the monies paid by NWP under the ICFA which 

are allocated to HUFs or otherwise needed to construct and finance necessary utility plant 

and transmission infkastructure were instead assets of Global Parent. 

YOU MENTIONED YOUR CONCERN REGARDING THE 70%-30% SPLIT OF 

FUTURE PAYMENTS UNDER EXISTING ICFAS. WOULD YOU PLEASE 

EXPLAIN THIS CONCERN? 

Since NWP has already paid $1,000 of the $5,500 due per EDU, the amount remaining for 

NWP is $4,500 per EDU. As I read the Settlement Agreement, NWP will be required to 

Write Global Parent a check for $1,350 per EDU while writing checks to WUGT and HtTC 

totaling only $3,150. This number is well below the required $3,500 hook-up fee required 

by the Settlement Agreement. It does not make sense for the utility obligated to construct 

the improvements being denied the finds intended for that purpose. Additionally, it 

would appear that NWP might well be responsible for the additional $350 per EDU that 

would be “short” under the Settlement Agreement. While it might not seem like much at 

$350 per EDU, it works out to over $1.3 million that either NWP or the utility would have 

to come up with. 

~~ ~~ _ _ ~  
Armstrong Direct Testimony page 19, lines 8-10. 
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Q: 

A: 

Q: 

A: 

Q: 

A: 

Q: 
A: 

WOULD YOU PLEASE DISCUSS YOUR CONCERN REGARDING THE SIZE 

OF THE PROPOSED RATE INCREASE FOR WUGT UNDER THE 

SETTLEMENT AGREEMENT. 

NWP has an accounting witness who has provided testimony on this point but I will say 

that in my experience, a 100% increase in rates hurts both rate payers directly and the 

perception of potential purchasers of NWP’s properties. Even though WUGT would 

phase in the rates over three years, this will still have a direct, dramatic and immediate 

effect on ratepayers. The ratepayers in the Town of Maricopa are seeing smaller rate 

increases (by percentage) yet the increase are being phased in over eight years under the 

Settlement Agreement. There is no good reason why the rates of WUGT could not be 

phased in over a similar time period. 

DO YOU HAVE A POSITION AS TO WHETHER IT IS APPROPRIATE FOR 

THE COMMISSION TO GRANT THE APPLICANT A RETURN ON MONIES 

PROVIDED TO GLOBAL PARENT BY THIRD PARTY DEVELOPERS? 

No. We believe this is a question best reserved for S W  and the Commission as they are 

the ones responsible for protecting the public interest. 

DO YOU BELIEVE TIDE COMMISSION HAS JURISDICTION TO ORDER AN 

AMENDMENT TO N W P ’ S  ICFA WITH GLOBAL PARENT AS PART OF THE 

APPROVAL OF ANY SETTLEMENT AGREEMENT? 

Yes. One of the stated purposes of the Settlement Agreement is to resolve outstanding 

issues relative to the use of ICFAs as financing instruments. 

DO YOU HAVE ANYTHING ELSE YOU WOULD LIKE TO ADD? 

Yes. The utility plant and transmission infrastructure that Global Parent has committed its 

regulated utilities to construct in the Tonopah area alone will cost millions of dollars on 

day one and untold millions of dollars over time. NWP cannot even begin to calculate the 

cost of the financial obligations under all of the other ICFA agreements. NWP believes it 

is in the public interest to, at a minimum, assure those h d s  designated to support the 
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financing and construction of utility plant are available to the utility for their intended 

purposes. 

DOES THIS CONCLUDE YOUR TESTIMONY? Q: 

A. Yes. 

016098\0001\106566M.2 
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GLOBAL WATER 

August 27,2013 

Mike Grant and Todd C. Wiley 
First American Title Insurance Company, Trust No. 8559 
Gallagher & Kennedy 
2575 E Camelback Rd 
Phoenix AZ 85016-9225 

Re: In&astructure Financing and Coordination Agreement 
Recorded Document No. 2006-0939366 

To Whom It May Concern: 

Our records indicate that First American Title Insurance Company, Trust No. 8559 is a 
party to an Infrastructure Financing and Coordination Agreement (ICFA) with Global 
Water Resources, Inc. (Global) for utility coordination services. This letter is to inform 
you that Global and certain utility companies owned by Global entered into a settlement 
agreement on August 13, 2013 with the Utilities Division of the Arizona Corporation 
Commission, the Arizona Residential Utility Consumer Office, and others. A copy ofthe 
settlement agreement is available on the ACC website at http://cdocket.azcc. Iyov under 
docket number 12-0309 or at http://images.edocket.azcc.gov/docketpdf/0000l47305.pdf. 
The Corporation Commission will conduct a hearing regarding the settlement agreement 
on September 5,2013 at I200 West Washington Street, Phoenix, Arizona beginning at 10 
a.m. 

The settlement agreement discusses ICFAs but does not change the terms of your 
agreement with Globat in any way and does not require you to take any action. If ' 

the Corporation Commission approves the settlement, hook-up fees wiu be 
established for each of Global's regulated utilities. However, under the settlement 
agreement, the hook-up fees due from properties subject to ICFAs will be paid out 
of the ICFA payments to Global. In other words, the amount you wiI1 pay wiIl not 
change, but some of your future ICFA payments will be deemed to be hook-up fee 
payments. 

If funds become due and payable under your lCFA after December 31, 2013, you will 
have the option of (i) paying a specified portion of the total amount due to Global, a 
specified portion to the water utility providing service for the water hook-up fee, and a 
specified portion to the wastewater utility providing service for the wastewater hook-up 

21410 Nor& 19thAvenue, Suke 201. Phoenix, Arizona 85027 

gwresources.com 

Phn 623.583.96DO 
Fax 623.550.9654 

http://cdocket.azcc
http://images.edocket.azcc.gov/docketpdf/0000l47305.pdf
http://gwresources.com


fee, or (ii) simply paying the entire amount due to Global and Global will pay the 
proportionate amount to the water or wastewater utility accordingly. 

If there are no amounts remaining due under your ICFA, no hrther action needs to be 
takeh. 

If you have questions about the settlement agreement or your ICFA, please contact 
Joanne Ellsworth at 623-580-9600 or joanne.ellsworth@gwresources.com. 

Sincerely, 

GLOBAL WATER RESOURCES, INC. 

mailto:joanne.ellsworth@gwresources.com
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BEFORE THE ARIZONA CORPORATION C 

:OMMISSlONm 

XISTIN K. MAYES - Chairman 
iARY PIERCE 
'AUL NEWMAN 
lANDRA D. KENNEDY 
 OB STUMP 

Arizona Corporation Coqmisslon 
DOCKETED 

SEP 1 6  2010 

N THE MATTER OF THE APPLICATION OF 

IOMPANY FOR THE ESTABLISHMENT OF 
UST AND REASONABLE RATES AND 
MARGES FOR UTILITY SERVICE DESIGNED 
r 0  RELWZE A REASONx4BLE RATE OF 
UXIlRh' ON THE FAIR VALUE OF ITS 
)ROPEK'IY THROUGHOUT THE STATE OF 
ZKIZON A. 

N THE h4ATTER OF THE APPLICATION OF 

3UCKEYE DIVISION FOR THE 
3STAB1,ISHMENT OF JUST AND REASONABLE 
<4TES AND CWRGES FOR UTILITY SERVICE 
JESIGNED TO REALIZE A REASONABLE 

3LOBAL WATER - PAL0 VERDE UTILITIES 

. 

--- ------- 

JALENCIA WATER COMPANY - GREATER 

UTE OF wrum ON THE FAIR VALUE OF 
*rs PROPERTY THROUGHOUT THE STATE OF 
IRIZONA. 

N 'THE MATTER OF THE APPLICATION OF 
WILLOW VALLEY WATER COMPANY FOR 

REASONABLE RATES AND CHARGES FOR 
Lr'TILITY SERVICE DESIGNED TO REALIZE A 
REASONABLE RATE OF RETURN ON THE 
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CrLcm4i, ~JA'I'ER - SAK~A CRUZ WATER 
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WASONABLE RATES AND CHARGES FOR 
UTILITY SERVICE DESIGNED TO REALIZE A 
REASONABLE RATE OF RETURN ON THE 
FAIR VALUE OF ITS PROPERTY 
THROUGHOUT THE STATE OF ARIZONA. 

IN THE MATTER OF THE APPLICATION OF 

DIVISION FOR THE ESTABLISHMENT OF JUST 
AND REASONABLE RATES AND CHARGES 
FOR UTILITY SERVICE DESIGNED TO 
REALIZE -4 REASONABLE RATE OF RETURN 
ON THE FAIR VALUE OF ITS PROPERTY 
THROUGHOUT THE, STATE OF ARIZONA. 

VALENCIA WATER COMPANY - TOWN 
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DOCKET NO. U'-O1212A-09-0082 

DECISION NO. 71878 ! 

OPINION AND ORDER 

PUBLIC COMMENTS: December 1 , 2009, Maricopa, Arizona. 

DATES OF HEAIUNG: December 10 (Pre-Hearing Conference), 14, 17, 18, 21 
and 28,2009 

PLA4CE OF HEARING: Phoenix, Arizona 

ADMINISTRATIVE LAW JUDGE: Teena Wolfe 

IN ATTENDANCE: Kristin K. Mayes, Chairman 
Gary Pierce, Commissioner 
Sandra D. Kennedy, Commissioner 
Bob Stump, Commissioner 

APPEARANCES: Mr. Timothy Sabo and Mr. Michael W. Patten, 
ROSHKA, DeWULF & PATTEN, PLC, on behalf of 
Applicants; 

Mr. Daniel Pozefsky, Chief Counsel, on behalf of the 
Residential Utility Consumer Office; 

Mr. Garry D. Hays, G A M Y  D. HAYS, PC, on behalf 
of New World Properties; 

Mr. Greg Patterson, on behalf of the Water Utility 
Association of Arizona; 

Mr. Court S. Rich and Mr. Ryan Hurley, ROSE LAW 
GROUP, INC., on behalf of the City of Maricopa; 

Mr. Rick Femandez, in propria persona; and 

Mr. Wesley Van Cleve, Ms. Ayesha Vohra, and Mr. 
Charles Hains, Staff Attorneys, Legal Division, on 
behalf of the Utilities Division of the Arizona 
Corporation Commission. 
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requirements of Arizona Administrative Code (“A.A.C.”) R14-2-103. 

On April 7, 13, and 20,2009, Applicants filed various responses to Staffs Deficiency Letters, 

and certain updated schedules for the applications. 

On April 30,2009, Staff filed Letters of Sufficiency stating that each of the above-captioned 

applications, as supplemented by the subsequent filings, met the sufficiency requirements of A.A.C. 

On May 28,2009, a Procedural Order was issued consolidating the six applications, setting a 

quiring mailing and publication of notice of the application and hearing, and setting 

rocedural deadlines. 

1 

I 

PROCEDURAL HISTORY 

On February 20, 2009, Global Water - Palo Verde Utilities Company (“PaIo Verde”); 

4 
. .  

5 

6 

7 
. .  

Valencia Water Company - Greater Buckeye Division (“Valencia-Greater Buckeye”); Willow Valley 

Water Company, Inc. (“Willow Valley”); Global Water - Santa Cruz Water Company (“Santa 

CTUZ’’); Water Utility of Greater Tonopah, Inc. (“WUGT”); and Valencia Water Company - Town 

Division (LValencia-Town”),’ (collectively “Applicants,” “Utilities,” or “Company”) filed with the 

I 8 Arizona Corporation Commission (“Commission”) applications in the above-captioned dockets I 
9 

10 

21 

seeking increases in their respective permanent base rates and other associated charges. 

On March 23, 2009, the Commission9s Utilities Division Staff (“Staff’) filed Letters of 

Deficiency in each of the dockets, indicating that the qplications did not meet the sufficiency 

21 

22 i 
23 

On August 31, 2009, Applicants filed affidavits of mailing and affidavits of publication 

indicating Applicants’ compliance with the public notice requirements of the May 28, 2009 

Procedural Order. 

Intervention in this proceeding was granted to the Residentid Utility Consumer OEce 

(L‘RUCo)))y the Water Utility Association of Arizona (“WUAA”), New World Properties (“NWP”), 

the City of Maricopa (“Maricopa”), and Rick Fernandez. 

’ Valencia Water Company is one company. Separate rate applications were filed for its Greater Buckeye and Town 
Divisions. ~- - - - 
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On December 1, 2009, a public comment hearing was held in Maricopa. Local elected 

officials and numerous members of the public appeared and provided public comment on the 

application. 

On December 14, 2009, the hearing commenced as scheduled, and concluded on December 

28,2009. Initial closing briefs were filed by Applicants, WUAA, NWP, Maricopa, RUCO, and Staff, 

and reply closing briefs were filed by Applicants, Maricopa, RUCO, and Staff, 

11. APPLICATION 

A. Applicants 

Applicants and all other Global Utilities are organized as Arizona C corporations, and all are 

wholly owned by Global Water Resources, LLC (“Global Parent”), a Delaware limited liability 

company (“LLC”), through its direct subsidiary Global Water, Inc, a Delaware C corporation. The 

corporate structure of Global Parent and its associated and subsidiary entities (“Global”) is illustrated 

in Exhibit A, attached hereto? The LLC members of Global Parent are also the members of Global 

Water Management, LLC, a Delaware LLC? Global Water Management, LLC provides growth- 

related services to its subsidiary utility companies (‘‘Global Utilities”), such as engineering of new 

facilities, system planning, construction management, inspection of new facilities, regional and 

prpject permitting, and regional planning: Global Water Management, LLC is funded through fees 

for its growth services to the Global Utilities, its members, and third party  service^.^ Global Water, 

Inc., provides the operational and administrative staff for the day-to-day activities of the Global 

Utilities a d  is funded through utility revenues.6 The Global Utilities have no employees of their 
7 own. 

Together, the Global Utilities serve more than 68,000 people at more than 41,000 

connections.8 From an accounting perspective, the Global Utilities are organized into five regions: 

* Exhibit A is a copy of “Exhibit H i l l 4  which was attached to the Direct Testimony of Company witness Trevor Hill 
(Exh. A-7). . 

Direct Testimony of Staff witness Linda Jaress (Ed .  S-IO) at 2. 
Direct Testimony of Company witness Gregory Barber ( E d .  A-20) at 3. ’ Id. 
Id. 
Direct Testimony of Staffwitness Linda Jaress (Exh. S-10) at 2. 

* Direct Testimony of Company witness Trevor Hill (EA. 4-7) at 2. 

3 

- - -  - - -  - - .  
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the West Valley Region, which includes WUGT, Valencia Water Company (Town and Greater 

Buckeye Divisions), and Water Utility of Northern Scottsdale.’ These Global Utilities are ail served 

by operators working out of the West Valley Regional office in Buckeye, Arizona.1o The Maricopa- 

Casa Grande Region includes Santa Cruz, .Palo Verde, CP Water Company and Francisco 6rande 

Water Company.” The Willow Valley Region includes only Willow Valley, which is located in 

Mohave County.’2 An Eloy Region may be established once Global Water - Picacho Cove Utilities 

Cempan?; and Global Water - Picacho Cove Water Company become active.I3 For accounting 

purposes, corporate headquarters are in the Deer Valley Region, and costs from this region are 

allocated partly to the Global Utilities through Global Water, Inc., partly to Global Water 

Xlimagement. LLC, and partly to Global Parent.I4 Global Parent has its own region for accounting 

auzrposes -A hich is comprised of costs that are allocated solely to Global Parent.” 

The consolidated rate applications include Palo Verde, which is a wastewater utility, and f511.r 

water utilities: Valencia (which bas two divisions, Valencia-Greater Buckeye and Valencia-Townj; 

Santa Cruz; U’illow Valley; and NVGT. In total, the consolidated rate applications affect about 

25,000 customers.’6 

B. Summary of Revenue Recommendations 

By utilityldivision, Applicants’ proposed revenues and the revenue recommendations of the 

parties who submitted schedules are as follows: 

Balo Verde 

Applicants recommend a revenue requirement of $15,602,936, which is an increase of 

$8,959,123, or 134.85 percent, over its adjusted test year revenues of $6,643,813. Applicants’ 

recommendation would result in an approximate $39.90 increase for the average 5 /8  x 3/4 inch and 

3/4 inch water meter residential customers, from $33.00 per month to $72.90 per month, or 

’ Direct Testimony of Company witness Gregory Barber (Erh. A-20) & 4. 
l o  Id. 
” Direct Testimony of Ccnipany witness Gregory Barber (Exh. ,420) at 4-5. 
’’ Direct Testimony of Company witness Gregory Barber (Ed. A-20) at 5. ‘’ Id. 
l r  Id. 
‘j id. 
j 6  Direct Testimony of Company witness Trevor Hill (Exh. A-5) at 7. 

‘ 
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approximately 120.91 percent. Applicants propose a three year phase in of the rate increase, with 1/3 

of the increase, . .  or $45.33, to be effective now, 2/3 of the rate increase, or $58.16 to be effective in 

one year, and 100 percent, or $72.90, to be effective in the third year. 

RUCO recommends a revenue requirement of $12,682,373, which is an increase of 

$6,038,560, or 90.89 percent, over its adjusted test year revenues of $6,643,813. RfJCO's 

recommendation would result in an approximate $25.63 increase for the average 5/8 x 3/4 inch -and 

3/4 inch water meter residential customers, from $33.00 per month to $58.63 per month, or 

approximately 77.66 percent. RFJCO recommends that the phase in of the rate increase proposed by 

Applicants be adopted, with 1/3 of the increase, or $41.54, to be effective now, 2/3 of the rate 

increase, or $50.09 to be effective in one year, and 100 percent, or $58.63, to be effective in the third 

year. 

Staff recommends a revenue requirement of $12,762,050, which is an increase of $6,118,237, 

or 92.09 percent, over its adjusted test year revenues of $6,643,813. S t a r s  recommendation would 

result in an approximate $25.51 increase for the average 5/8 x 3/4 inch and 314 inch water meter 

residential customers, from $33.00 per month to $58.51 per month, or approximately 77.30 percent. 

Staff recommends that the phase in of the rate increase proposed by Applicants be adopted, with 2/3 

of the increase, or $41.50, to be effective now, 213 of the rate increase, or $50.01 to be effective in 

one year, and 100 percent, or $58.5 1, to be effective in the third year. 

The revenue requirement authorized herein is $12,707,205, which is an increase of 

$6,063,392, or 91.26 percent, over adjusted test year revenues of $5,643,813. ?he rates approved 

herein will result in an approximate $29.91 increase for the average 9 8  x 3/4 inch and 3/4 inch water 

meter residential customers, from $33.00 per month to $62.91 per month, or approximately 90.64 

percent. In accordance with Applicants' phase-in proposal, li3 of the increase, or $42.97, will be 

effective August 1, 2010; 213 of the rate iacrease, OH $52.94, will be effective January I ,  201 1; and 

100 percent, or $62.91, will be effective January 1,2012. 

Valencia-Greater Buckeye 

Applicants recommend a revenue requirement of$489,370, whicb is an increase of $108,896. 

or 28.62 percent, over its adjusted test ykar revenues of $380,474. Applicants' recommendation 
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would result in an approximate $10.67 increase for the average usage (9,068 gallons per month) 5/’8 x 

314 inch meter residential customer, from $40.94 per month to $51.61 per month, or approximately 

26.06 percent. 

RUCO recommends a revenue requirement of $451;869, which is an increase of $71,395, ‘or 

18.76 percent, over its adjusted test year revenues of $380,474. RUCO’s recommendation would 

result in an approximate $13.66 increase for the average usage (9,068 gallons per month) 51’8 X 3/4 

inch meter residential customer, from $40.94 per month to $54.60 per month, or approximately 33.37 
. .  percent. 

’ Staff recommends a revenue requirement of $464,182, which is an increase of $83,708, or 

22.0 percent. over its adjusted test year revenues of $380,474. Staffs reconmendation would result 

in an approximate $7.12 increase for the average usage (9,068 gallons per month) 9 8  x 3/4 inch 

meter residential customer, from $40.94 per month to $48.06 per month, or approximately 17.40 

percent. Under Staffs four tier alternative rate design, the increase for the average usage 9 8  x 3/4 

inch-meter residential customer would be approximately $3.32, from $40.94 per month to $44.26 per 

month, or approximately 8.1 1. percent. 

The revenue requirement authorized herein is $457,733, which is an increase of $77,259, or 

20.3 1 percent, over adjusted test year revenues of $380,474. The rates approved herein will result in 

an approximate $8.70 increase for the average usage (9,068 gallons per month) 5/8 x 3/4 inch meter 

residential customer, from $40.94 per month to $49.64 per month, an increase of approximately 21.26 

percent. The Conservation Rebate Threshold (“CRT”) proposed by .4pplicants and adopted herein 

for yalencia-Greater . .  Buckeye is 9,001 gallons per month, and the Commodity Rate Rebate, which is 

applied if monthly consumption is below the CRT, is 45 percent.” Therefore. for a 5/8 x 3/4 inch 

meter residential customer with usage of 9,000 gallons per month, the rates approved herein will 

result in an approximate $1.16 decrease, from $40.94 per month to $39.78 per month, or a decrease 

of approximately 2.83 percent. 

Willlow Vatlev 

FOT each Water Utility, the CRT is set at 90 percent of the average residential consumption for the period November 17 

200‘7 to October 2008. 
- - *  . -  - -- 
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Applicants recommend a revenue requirement of $941,059, which is an increase of $467,532, 

or 98.73 percent, over its adjusted test year revenues of $473,527. Applicants’ recommendation 

would result in an approximate $14.44 increase for the average usage (5,142 gallons per month) 5/8  x 

3/4 inch meter residential customer, from $21.91 per month to $36.35 per month, or approximately 

65.94 percent. 

RUCO recommends a revenue requirement of $886,591, which is an increase of $413,b64, or 

57.23 percent, over its adjusted test year revenues of $473,527. RUCO’s recommendation would 

result in an approximate $16.22 increase for the average usage (5,142 gallons per month) 5/8 x 3/4 

inch’ meter residential customer, fiom $2 1.91 per month to $38.13 per month, or approximately 74.07 

percent. 

Staff recommends a revenue requirement of $923,874, which is an increase of $450,347, or 

95.10 percent, over its adjusted test year revenues of $473,527. Staffs recommendation would result 

in an approximate $18.66 increase for the average usage (5:142 gallons per month) 5/8 x 3/4 inch 

meter residential customer, from $21.91 per month to $40.57 per month, or approximately 

85.19percent. Under Staffs four tier alternative rate design, the increase for the average usage 5/8 x 

314 inch meter residential customer would be approximately $14.34, f r ~ m  $21.91 per month to 

$36.25 per month, or approximately 65.46 percent. 

The revenue requirement authorized herein is $901,574, which is an increase of $428$47, or 

90.40 percent, over adjusted test year revenues of $473,527. The rates approved herein will result in 

an approximate $7.50 increase for the average wage (5,142 gallons per month) 5/8 x 3/4 inch meter 

residential customer, from $21.91 per month to $29.41 per month, or approximately 34.23 percent. 

This average customer bil! analysis includes the effect of the adoption of Applicants’ proposed CRT 

for Willow Valley of 6,401 gallons per month, and the Commodity Rate Rebate, which is applied if 

monthly consumption is below the CRT, of 45 percent. 

Santa Cruz 

Appiicants recommend a revenue requirement of $12,996,221, which is an increase of 

$3,586,360, or 38.1 1 percent, over its adjusted test -year revenues of $9.409,861. Applicants’ 

recommendation would result in no change‘for the average usage (6,474 gallons per momh) 3W inch 
- - -  - - -  
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niter residential customer bill, which would remain at $39.23. 

RUCB recommends a revenue requirement of $11,000,572, which is an increase of 

61,590,711, or 16.90 percent, over its adjusted test year revenues of $9,409,861. I R.JJ@D's 

wommendation would result in an approximate $0.26 increase for the average usage (6,474 gallons 

)er month) 3 4  inch meter residential customer, from $39.23 per month to $39.49 per month, or 

ipprqximately 0.66 percent. 

Staff recommends a revenue requirement of $10,986,388, which is an increase of $1,576,527, 

?r 16J5 percent, over its adjusted test year revenues of $9,409,861. Staff's recommendation would 

esult in an approximate $1.73 increase for the average usage (6,474 gallons per month) 34 inch 

x t c r  residential customer, from $39.23 per month to $40.96 per month, or approximately 4.40 

?eri.eent. thder Staff's four tier alternative rate design, the average usage 3/4 inch meter residential 

:ustorner m-euld have a decrease of approximately $0.84, from $39.23 per month to $38.39 per 

nonth, or approximately 2.14 percent. 

ne rcvenue requirement authorized herein is $10,952,184, which is an increase of 

61,542,323, or 16.39 percent, over adjusted test year revenues of $9,409,861. The rates approved 

iereili will result in an approximate $6.61 decrease for the average usage (6,474 gallons per month) 

V4 inch meter residential customer, from $39.23 per month to $32.62 per month, or an approximately 

16.85 percent decrease. This average customer bill anaIysis includes the effect of the adoption of 

4pplicant$ proposed CRT for Santa Cruz of 7,001 gallons per month, and the Commodity Rate 

Rebate, which is applied if monthly consumption is below the CRT, of 65 percent. 

WUGT . . 

. Applicants recommend a revenue requiremefit of $883,134, which is an increase of $623,830, 

or 24.06 percent, over its adjusted test year revenues of. $259,304. Applicmts' recommendation 

would result in an approximate $5221 increase for the average usage (7,346 gallons per month) 5/8 x 

3/4 inch meter residential customer, ficim $47.62 per month to $99.83 per month, or approximately 

109.65 percent. 

. , RUCO recommends a revenue requirement of $306,627, which is an increase of $17,323, or 
. .  

18.25 percent, over its adjusted. test year &venues . . . .  of. $259,304. RUCO's recommendation would 
- - - h  . . _.__ 
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. .  - - .  - .  . 
. . -  

9 



1 

2 

.3 

4 

5 

6 

7 

8 

9 

10 

1: 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

DQCKET NO. SW-20445A-09-0077 ET AL, 

result in an approximate $5.85 decrease for the average usage (7,346 gallons per month) 5!8 x 3/4 

inch meter residential customer, fiom $47.62 per month to $41.77 per month, or approximately 12.28 

percent. 

Staff recommends a revenue. re.quirement of $245,204, which is a decrease of $14,1.00, or 5.44 

percent, from its adjusted test yeax revenues of $259,304. Staff’s recommendation would result in an 

approximate $5.44 decrease for the average usage (7,346 gallons per month) 5/8 x 314 inch meter 

residential customer, from $47.62 per month to $42.18 per month, or approximately 11.41 percent. 

Under. Staffs four tier alternative rate design, the decrease for the average usage 5/8 x 3/4 inch meter 

residential customer would be approximately $8.77, fiom $47.62 per month to $38.85 per month, or 

2p~roximslrely 18.4.2 percmt. 

‘-fie revenue requirement authorized herein is $235,021, which is a decrease of $24,283, or 

9.36 percent, from adjusted test year revenues of $259,304. The rates approved herein will result in 

an approximate $16.17 decrease for the average. usage (7,346 gallons per m.onth) Y8 x 31‘4 inch meter 

residential customer, f..om $47.62 per month to $3 1.45 per month, or an approximately 33.96 percent 

decrease. , This average customer bill analysis incllides the effect of the adoption, of Applicants‘ 

proposed CRT for WUGT of 7,401 gallons per month, and the. Commodity Pate Rebate, which’is 

applied. if monthly consumption is below the.CRT, of 45 percent. 

Valencia-Town 

Applicants recommend a revenue requirement. of $4,556,687, which is an increase .of 

$1,619,225,. or 53.31 percent, over its adjusted test year revenues of $3,037,462, , tapFlic,ants’ 

recQinmendation w.ould result in an approximate $10.38 increase for the average usage (5,817 gallons 

per mon.th) 5/8 x 314 inch meter residential customer,. fro= $29.64 per month to $40.02 per month, or 

approximately 35.05 percent. . .  . 

R‘CTCO recommends a revenue requirement of $3,554,498, . .  u&ch i s  an ’increase of 

$13 17,O36, or 49.94 percent, . .  over its adjusted . I  test . .  year revenues of $3,037,402. RUCO’s 

recommendation would. result in an approximate $1 7.18 increase for the. average usage (5,s 1 T .ga!lons 

per month) . A  . .5!8 x 314 inch meter residential customer; from $29.64 per month to $36.82 per month: or 

approximately 57.99 percent. 
- - - .a -- . .  . .  
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Staff recommends a revenue requirement of $1,553,937, which is an increase of $1,516,475, 

or 49.93 percent, over its adjusted test year revenues of $3,037,462. Staff's recommendation wodd 

result in an approximate .$11.83 increase for the average usage (5,817 gallons pet month):5/8 .x 3/11 

inch meter residential customer, from $29.64 per month tO.$41.47 per month, or tipproximately.39.93 

percent. Under Staffs four tier alternative rate design, the increase for the average usage 5/8 x 3/4 

inch.meter residential customer would be approximately $6.80, from $29.64 per month to $36.44 per 
month; or abproximately 22.97 percent.. . .  - . . .  . ' .  ' . .  

. . -.,. Th'e. revenue requirement authorized herehi is $4,510,474,.which is an increase of $1,473,012, 

Dr 48.49 percent, over adjusted test year revenues of $3,037,462. Thc rates approved herein' will 

result in an approximate $5.89 increase for the average usage (5,817 gallons per month) 314 inch 

mtrer residential customer, fiom $29.64 per month to $35.53 per month, or approximately 19.87 

percent. This average customer bill analysis includes the effect of the adoption of Applicants' 

proposed CRT for Valencia-Town of 6,701 gallons per month., and the Commcdity Rats Rebate, 

which is applied if monthly consumption is beIow the CRT, of 59 percent. 

[II. RATE BASE 

A. Rate Base Recommendations 

The parties recommend the following rate bases in their final schedules: 

Applicants 

Staff 

RWCO 
-- 

Palo Verde Vdencia- Willow Santa Cruz WUGT Valencia- ' 
Greater Valley To-wn 
Buckeye 

$64,011,238 $895,377 $2,207,149 $45,902,454 $2,563,849 $4,443,607 

$53,314,083 $929,057 $2,251,164 $39,155,692 ($4,186,150) $4,240,018 

$53,844,005 $895,377 $2,207,149 $39,797,227 ($4,220,560) $4,443,607 , 
The disparity in the parties' rate base recommendations for PaIo Verde, Santa C m ,  and 

U'UGT are due to the differing proposed ratemaking treatment of funds received by Global Parent. 

fiom developers pursuant to Infrastructure Coordination and Financing Agreements ("ICF-~S") that 

Utilities entered into with developers. Staff and RUCO treat the ICFA proceeds collected &om 

Landowners and developers fiom the areas served by those Utilities as Contrib-dons in Aid of 
. -  - 
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Construction (;‘CIAC’’) and deduct them from rate base, while Applicants do not. 

B. Infrastructure Coordination and Financing Agreements (“ICFAs”) 

1 .  Overview 

Global Parent has entered into 157 ICFAs with developers in the service areas of Global 

Utilities.” Under the ICFAs, Global Parent has collected h d s  from developers in exchange for 

Slobal Parent’s agreement to provide utility service to the developments through its subsidiaries, the 

Slobal Utilities c~mpanies.’~ Applicants’ witness Trevor Hill, President an8 CEO of Global Parent, 

lescribes the ICFAs as follows: 

An ICFA (Infrastructure Coordination and Financing Agreement) is a voluntaq 
contract between Global Parent and a landowner. These contracts provide for G!oSal 
Parent to coordinate the planning, financing md construction of off-site water, 
wastewater and recycled water plant. The Global Utilities will own and operate this 
plant when construction is complete. Under the ICFAs, Global Parent is responsible 
for funding both the planning and construction of water, wastewater and recycled 
water plant. This is a significant investment for Global Parent. The landowners who 
enter into the ICFAs agree to cooperate with Global Parent’s plant planning and 
construction process. ICFAs formalize the cooperation between the landowner and 
Global, but also provide fees which allow Global Parent to impress conservation and 
consolidation into the regional planning initiatives. These fees are intended to recover 
a portion of the carrying costs for the very expensive facilities required to implement 
effective water conservation and, in some cases, to fund Global Parent’s acquisition of 
existing utilities?’ 

The amount Global Parent has received in ICFA funds is $60,084,123?’ In their direct filing, 

4pplicants asserted that the fees collected through ICFAs should not be a factor in determining rates 

5 r  the Utilities?* NWP and WUAA are in agreement with Applicants’ proposed treatment of the, 
. .  . .  

Direct Testimony of Company witness Trevor Hill (Exh, A-7) a? Exhibit Hill-IO; Tr. at 65. . 
See, eg., Exhs. A-48, A-49, .and A-50. Applicants state that landowners always have the choice to enter into standard 

nain and line extension agreements. Direct Testimony of Company wimess Trevor Hill (EA. &7) at 33. 
!O Direct ‘Testimony of Company witness Trevor Hill (Exh. A-7) at 3 1’. 
!’ Direct Testimony of Conpany witness Trevor Hill (Exh. A-7) at 52. Mr. Hili‘s testimony also broke down the ICFA 
Fees received by year as follows: 

8 

. .  2004.. $4,998,556 
2005 20,543,310 
2006 25,939,477 
200? ’ ‘4,656,470 
2008 ,3,946,100 
2009 .. 0. . .  

!2 Direct Testimony of Matthew Rowell (Exh. & 12) at 17. Appiicants later stated &at if ICFA funds were used. to fund 
rlant, they should be considered CIAC .(less taxes and expenses), but that ICFA funds used for other purposes, such as 
icquisitions or carrying costs of total water management, should not be treated as GIAC. Rebuttal Tkstimony of 
Zornpany witness Trevor Hill (Exh. A-8) at 22: 26-29. 

. - &  
- - - - i r a  . .  . .  , . _ _  . -. . _. 

- - .  
. .  - .  . - -  

12 DECISION NO. 71878 

. .  

. .  

i 

~ 

I 

. .  



I 

I :  

1 

2 

3 

4 

5 

6 

7 

8 

9 

? O  

I 1  

~ 12 

13 

14 

15 

16 

-17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

DOCKET NO. SW-20445A-09-0077 ET AL. 

ICFA fees." Mmicopa, RUCO, and Staff contend that for ratemaking purposes, ICFA funds should 

be treated as developex-supplied CIAC and imputed to the rate base.s of the Utilities affected by 

ICFAs in these consolidated applications, as recommended by Staff.24 

2. Global's Use of ICFA Fees for its Total Water Management ADrroach 

Applicants ass& that Global's total water management approach is the rationale behind 

Global's stkcture, its vision, its utility infrastructure, and its ICFAs?' that its pursuit of total water 

management has resulted in significant achieved and planned groundwater and that its use 

of ICFAs is integral to its ability to maximize water conservation and the use of recycled water; and 

in its acquisition of problematic small water companies.27 Applicants state that if the ICFA4 fees are 

rreaied as CL4C as recommended by RUCO and &iff, Global Parent ~ 4 1 1  be unable to continue its 

commitment :o total. water management, which entails significant carrying casts?8 

Applicants assert that "ICFAs are an important new way of financing acquisitions using 

developer f i ~ d s . " ~ ~  Applicants argue that Arizzqna badly needs acquisitions [of small water utilities 

by large water utilities] to consolidate its water utility sector;" that traditional ratemaking methods do 

not successfblly promote such acquisitions?' .that ..Global, iped ICFA. proceeds to fund such 

icquisi.tions;32 and that &e ICFA proceeds used f?r acyuijjtiom should 'nQt be deducted from .rate 

base; because, doing. so would discourage such a~quisiti6ns.~~ From 2004 through jear:e.nd 2008 

Globd-spent a total of $83,080,153 f0.r acquisitions and consolidations, .$43,871,862 of which came 

from ICFA Applicants state that developers paid ICFA fees in order to help fund 'Global's 

23 NWP Br. at 2; WUAA Br. at 4. 

*' Co. Br. at 6.-Global defines.its totd water mariagement a$p'Oach as "a cornprehen.sfve approach to water management, 
planning, and use tha? rdies 0.n water iniiastructur~ but combhes it with iniprovements in the oaerall productivity of 
water use.'.' Global Br. at 'k, citing to (Gleick 2002, 2003; Wolff and Gleick 2002; Brooks 2005), The World's Water 
2008-200.9.. Chapter 1, Peak Water by Meena Palmiappan and Peter H. Gieick. 
26 Co. Br. at 18 . . . .. 
'' Co. Br. at 1. 

Br. at 21, citing to T?. at 78. 
29 Cb; Reply.'Bc. at 1 I .  . . 

3' Co; Br..at 9-10. 

Cb. Br. at 12-13. 

, .  . .  . .  

. .  

. .  . .  

. .  - 
. .  . .  

. .  24 Staff?~ methodology is described in section 3, below. . -  

. .  

Co. Br., at 19, citing tc Direct Testimbnyof Cbmpany whess Mattliew Rowel1 (EA. A-I?) at 8-2, and TI: at 866; Co. 

. .  
, . .  

. .  "-Co..Br:at'lI3-12; Co. RepiyBr. at 91.10. . . . .  

'? Co. Br., at 14. . .  . .  
' 4  Direct Testimonjj of Company witness Trevor Hill (Exh A-7) at 32. Mr.;HWs testimony states that the initial 
acquisition cost of Palo Verde a d  Smta Cw.was $33,762,427, and-shat 61oljal also spent-M,445,924. to acquire Cave. 

- - - -  
, . . . . I . e- . -  
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. ~ .. . 

- .  . . .  .- 

13 DECISION~NO. 71878 

. I  

. .  

. .  

I 

j 

' I  

! 

I 

. .  

. -  

. .  

.. . 

-i 

_ I  - 



1 

2 

3 

4 

5 

6 

?. 
8 

9 

10 

! I  

13, 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

. .  . . DOCKET NO. . .  SW-20445A-09-0077 ET AL. 
, . .  

. .  
. .  

i . .  ' 
. . . .  . . .  . .  

icquisit.ions.'s Applicants contend that because the ICFA funds were used to purchase utilities, 

eather than to .provide utility service, the developer funds provided to Global should not be treated.,= . .  

31AC.'6 ,4pplicants state that Staff .and RUCO concede that the .rate base of a utility should.not 

:h&e as the result of acquisition,3' and argue that this should be the case even if the acquisition 

Iremiurn ,was funded by developer-provided ICFA . fees. ,Applicants 'state that because the utility 

:ompanit;s .Global acquked3' had negligible rate bases at the time of purchase, the entire purchase 

?rice of the utilities essentially constituted an acquisition premium.'g Applicants contend that 

xcause . .  almost d l  of the purchase..prices paid by Global Parent were ac.quisition premiums, they 

;ho~l&noi  5e deducted ?om rate base under any circumstances.4° Applicants assert. that since they 

3;re not kqizesring an acquisition adjustment in thk case and will not be eming  a return on the 

. .  . .  

. . . . A  

3cquisitici.1 premium, to the extent that the ICFA fees went to paying for acquisitions, the Global 

Etilities will not be receiving a return from ratepayers on those ICFA fees!' 

Applicants propose that the ICFA fees collected be allocated to the carrying costs of regional 

scale utility facilities built based on the total water management approach, rather than allocated to the 

Facilities themselves? and argue that the fact that ICFA fees are much lower than the cost of the 

in€rastructure facilities built supports its position that 1CFAs cover carrying costs, not the costs of the 

fa~ilities.~? Applicants contend that the ICFA model allows Global Parent to shield &e Global 

Utilities companies from development risk, and provides a means for Global Parent tu f h d  some of 

the carrying costs of regional plant not in rate base ut11 it can be placed into service.44 ,4pplicmts 

- ~~ ~~~~ 

Creek Water Company and its affiliate Pacer Equities, and that those'acquisitions did not involve ICFA funds. Thus 
Global's ICFA related acquisitions costs for that time period were $43,871,802. 
35 Co. Br.'at 17'28. 
36 CO. Br. at I 7. 
j7 Co. Br. at 18, citing to E&. A-40; Tr. at :b5; Tr. at 661; Co. Reply Br. at 10, citingto Tr. at 802-804. 
38 Global Parent used iCFA revenues to, acquire West Maricopa Combine, the 387 DOmestic Water and Wastewater 
Impro<efient Districts, CP U7ater Company, and Francisco Grande. Direct Testimony of Company Witness Trevor Hill 

39 Co. Br. at 16, citing to Rebunat Testimony of Company-witness Matthew P.owell (Exh. A-13)'at 24; Co. Reply Br. at 
10, citing also to Tr. at 304- 
40 Co. Reply Br. at 10, citing to Rebuttal Testimony of Company witness Matthew Rowell (Exh. A-13) at.23 and.%. at 
304. 
" Co. Br. at 26, citing to Rebuttal Testimonyo'f Company witness Matthew Rowell (Exh. A-1.3) at 25-25. 

'j CO. Reply Br. at 8. ' 
* Co. Reply Br. at 14; Go. Br. at 22-23 citing to Direct Testimony o f Company witness Trevor Hill (E&. A-7) at 34 and 

-. 

. .  (E&. A-7) at 23. . .  

. .. 

Co. Br. at 21. 42 

Tr, at 13, and citing to  he foll.owing testimony of its witness Trevor Hill: . . -' 

. . .  
- 

.. 

. . I .  .. . 
. -  
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asscrt that the construction of efficient regional infrastructure pursuant to its total water management 

approai=h s&ves to protect ratepayers from higher long-term. operating, costs which Global Utilities 

mkintains’ are associated. with plant built using tbe -tr‘aditionaI AIAC . and CIAC forms of plant’ 

financing?’ Applicants profess that the use of developer advances in aid .of construction (“AIAC”) 

thrsugh &mi- extensioi. agreements is ’,& impractical .as a .means’ o f  implementing . .  total water 

management, due to strict limits on the.extent . .  that plant can be oversized.46 Applicants submit that 

. ’. . .  . . .  . . . .  . .  . . .  

. .  . _  . .  

. .  . .  . .  

traditional methods approved by the Commission have not resulted in total water management or 

acquisitions, and that developers have little incentive to spend the extra money on a total water 
management plan or to cooperate and coordinate with neighboring developers on such a plan, 47 

Applicants assert that other large utilities we aware of the total water management concept but are 

not practicing it, and that the only plausible explanation is that it is not economically feasible under 

traditional ratemaking.48 Applicants state that Global Parent cannot pursue acquisitions or total water 

managemen1 if ICFA fees are treated as CIAc4’ 

Maricopa contends that the benefits of ICFAs touted by Applicants in regard to efficiencies 

mhieved by regional planning can be accomplished without ICFAS,” and that it is not self-evident 

that the benefits Applicants claim come from allowing ICFAs to be treated- revenues outweigh the 

risks.” Maricopa argues that when traditional AWC and GIAC are used, the risk of stalled growth 

falls squarely on developers, but that if ICFAs are allowed to be treated as revenues instead of CIAC, 

ratepayers will be left to shoulder the frnancial burden.52 hlaricopa states that Applicants have not 

So in light of the fact that there is no alternative tool to allow for this regional infrastructure, we use the 
ICFAs to cany the cost of financing that regional infrastructure. build it correctly the first time to 
achieve these overarching goals, and then we use the ICFA revenue to carry the cmt of carrying that 
infrastructure until we can bring it appropriately into rate base, 
Tr. at 59. 

45 Co. Br. at 23, citing to Tr. at 353; Cc. Br. at 24-25, citing to Rebuttal Testimony of Company witness Matthew RoweH 
(Exh. A-13) at 17-23 and Direct Testimony of Company witness Graham Symmonds [Exh. A-24) at 11-16.. 

. 

Co. Bi. at 20. 
Co. Br. at 19, citing to Tr. at 144 and Direct Testimony of Company witness Graham Syrnnionds (EA. A-24) at 3; Co. 

Reply Rr at 25. 
Co. Reply Br. at 7. 
Co. Br. at 19, citing to Tr. at 144. and Direct Testimony of Company witnzss Graham Symrnonds (Exli. A 2 4 3  at 3: Co. 

46 

47 

18 

49 

Reply Rr. at 25. 
so Maricopa Br. at 1 1. 

“Id. at 42. 
Id. 
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presented any evidence as to why regulatory means other than ICFAs cannot be used to support better 

regional planning and achieve greater effi~iencies.~~ Maricopa believes development growth risk 

should be rightfully borne by developers t h e m s e l ~ e s ~ ~  and that regional water infrastructure p1arnn;ing 

is not a goal worth pursuing if it means exposing the ratepayers to the inherent risks of development 

~~OWTP 
Staff does not believe that Applicants' total water management program should be the basis 

for a determination whether ICFAs are in the public interest, and asserts that it would be 

inappropriate for the Commission to adopt Applicants' position regarding ICFA fees solely for the 

purpose of advancing total water management as a policy.'6 Staff does not take issue with Global's 

tcbtdl ihater management program, but believes its goals can be accomplished through traditicrnd 

regulatory  mean^.'^ Staff states that traditional means of financing provide better proteciion ?c both 

the utility and the ratepayer, by allocating the risk of development failure to developers.58 Staff states 

that AIAC and CIAC could be used to fmance the total water management program in place of ICFA 

fees,59 and that debt can also be employed to acquire utilities." Staff submits that there is no 

prohibition against using contributed capital for purposes of constructing regional plant necessary for 

total water mana.gement, and that Applicants' association of the use limitations associated with on- 

site facilities discussed by the main extension rules with regional, off-site facilities is pistaken.6' 

Staff points out that Applicants have acknowledged that regional, off-site facilities can be funded 

with developer supplied capital, and that developers can construct regional scale plant and transfer it 

directly to the utility.62 

In regard to the issue of carrying costs, Staff szates that no evidence has been presented 

showing that the ICFA revemes were used for carrying costs, and that Staff believes the ICFA. fees 

. .  . . -  
53 Id. at 12-13, Maricopa Reply Br. at 8. 
-9 Maricopa BI. at 13. 
55 Id, 

. .  

' 6  Staff Br. at 27; StaffReply Br. at 7. 

sa 
Staff Br. at 22; Surrebuttal Testimony of Staff witness Linda Jaress (E&. S-1.1) at 3. 
Staff Reply Br. at.7. 
Staff Br. at 22; Surrebuttal Testimony of Staff witness Linda Jaress (Exh. S-I. 1) at 3. 
Staff Reply. Br. at 6. 
Staff Br, at 31; Staff Reply Rr. at 5. 

,Staff Reply.Br. at 5, citing to Tr. at 383,385. 

59 

. .  
61 

62 

- - . .  - e  - .. . .  
- - .  

- .  . 
. -  
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vere used to finance plar.. and were not used for carrying costs.'3 Staff submits that it does not seem 

easonable to assurne that developers paid Global Parent millions of dollars, not for plant, but:as..a 

iort of donation to insure that the Global Parent members receive a return on non rate-based plant and 
. .  .. . 

. .  . .  . . - .  mouqts sufficient to .pay e e s  on the ret~rn.6~ . .  . . .  , 

. .  
. . ' RUCO i s  in agreement with Maricopa and Staff that Applicants have not sh.own.that Global's 

xoposed solutions to.issues facing the water industry in Arizona cannot or should not be addressed 

)y . .  normal. . regulatory . ,  .accounting mea11s.6~ * RUCO submits -that while the' !otal., water m,iagement - 

:oncept:is .a wonderful idea that deserves attention,. its irnpleme&tion should not corne at a cost that 

s unfair tc ~4pplicmts' ratepayers.66 RUCO does not agree with ,Applicants' position, as .RUCO 

iescribes it; ,%hat Global's %ision for total water management in Ariz,ona sr?meh.ow t m p s  traditional 

.atenzdcing p&tices that. have been established to insure that utilities dd not earn a recovery on and 3 

.ecovery of capital that is provided by third parties . .  as opposed to utility investor~.' '~~ 

. .  

. .  . .  

. -  

3. . .  Ratemaking Treatment of ICFA Fees . .  

. . .  a. Stars  . .  Proposed Rate,Base Adjustment. 

.SttiFrecommends that $lP,991,128 be deducted from Palo Verde's rati base, $6,600,076 be 

leductcd from Sqnta Cruz's rate base, and $7,085,645 be deducted from WWGT's rate base, as 

shoyn in Exhibit LAJ-2, attached hereto and incorporated herein as Exhibit B.68 In conjunction with 

its progosed CIAC adjustments to the rate bases of Palo Verde, Santa C w ,  and WJGT, Staf€ 

proposes accompanying adjustments increasing the level of CIAC m . ~ ~ - t i ~ a t i o n . ~ ~  Staff proposes an 

increase in CIAC amortization for Palo Verde of $667,381, for Smta Cruz of $494,849, and for 

WWGT sf  $309,366.'' As a result, Staff's total rate base adjustments related to its proposed ICFA- 

related CIAC imputation are reductions of $10,323,747 for Palo Verde, $6,105,227. for Santa Cruz, 

. .  . 

'' Surrebuttal Testimony of Staff witness Linda Jaress (Exh. S-11) ac 11 .  
r;4 Sun&uttal Testimony of Wff witness Linda Jaress (Exh. S-l 1) at 1 1. 
65 KUCO s r ,  at 3. 

67 Surrebuttal Testimony of RUCO witness William Rigsby {Exh. R-7) at 7. .- 

E.* Surrebuttal .Testimony .of Staff witness Linda. Jwess. (Exh. S-11). Exhibit LAJ-2. Exhibit LAJ-2 . .  was docketed on 
Ueccp;mber 8: 2009, attached i~ "Staffs Notice of Errata Regardingthe Testimony of Linda Jaress." 

7' Staff Final Sched. Pale Verde CSB-3 through CSB-6, Santa Cniz CSB-3 through CSB-6, and-.WLJGT CSB-3 tbough 

id. at 2. 

".staff ~ r :  at:T.. .. . 

CSB.6. . ' _.. ' . . . .  . .. 
- - e  - . .  

. ._- 
- .. - _ .  

- .  - . .  . -  
. .  
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md $6:849,397 for WUGT." 

Using information provided by Applicants in a data response, Staff determined which ICX;,4 

:ontracts were entered by landowners and developers in the West Valley, and which ICFA contracts 

were entered by landowners and developers in the.Maricopa area7* 

Staff determined that the four West Valley ICFA contracts totaling $9,226,100 applied to both 

&VGT..and Hassayampa Utility Campany ("HUC"). To avoid reducin-g rate base for ICFA. funds 

Nhkh might have. been applied to a utility ncjt included'in this rate case; Staff allocated the proceeds 

,f.ihe four contracts .between WUGT (76Xpercent) and HT,rC (23.2 percent) based on total piant, as 

;h&a in E.&& B.'' ' . '. 

. .  : * 

Staf$;,deterinined .&at the ZCFA fees collected from the hlaricopa area, excluding- Picacho 

Because the infomation provided by Applicants was 'not segregzted by -19. 74 Z w e ,  totaled $49,982,5~~. 

water or.\vastewater service, Staf f  allocated the proceeds of the Maricspa area TCFA to Palo Verde 

[SO.? percentj and Santa Cruz (49.1 percent) based on test year plant amounts provided in Schedule 

E-1 of the Palo Verde and Santa C w  applications7' Then Staff reduced the resulting allocated 

[CFA fees by the voluntary rate base reductions that Pala Verde and Santa Cruz made based upm 

zxcess capacity, resulting in a $10,991,128 reduction to Palo Verde's rate base and a $6,600,076 

reduction to Santa Cruz's rate base.76 

While RUCO appears to have accepted Staffs methodology for determining the ICFA CIAC 

imputation, RUCO did not update its recommendation for WUGT to cemport wjth the changes 

reflected in S t f l s  Surrebuttal Testimony and Schedule LAJ-2,77 and RUCO's proposed amortization 

of CLZC . .  differs from Staffs for Sang C ~ U Z . ~ *  However, RUCO did not Qbject to Staffs 

methodology for amortization ofCL4C, or tcvthe change in the WUGT imputation mount. 

. .  . .  . . .  i .  

Id.. 
Direct Testimony of Staff witness Linda Jaress (S-IO) at 14: 

'' I& Surrebuttal Testimony of Staff witness Linda Jaress (S-11) at 22 end Exhibit LAJ-2. 
i4 Direct Testimony of Staff witness Linda Jaress IS-1.0) at 14; Surrebupl Testimony of' Staff witness-Linda Jmss (S-1111 
at Exhibit LAJ-2. . .  

'' id. 
'' See RUCO Br. at 8, citing to Surrebuttal Testimony of RLJCO witness Rodney Moore (Exh. R-2) at Scbedul&s,Palo 
Verde SURR RL.M-3: Santa Cruz SURR RLM-3 and WUGT SURR RLM-3. 
78..Surrebuttal Testimony of RUCO witness'Rodney Moore (Exh. R-2.) at Schedule Santa Cruz SURR RLM-3. 

76 Id. 

- - - & 
-. .. .. -- -_ 

..  

- - .  
- .  . 
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b. ICFA Fees are Developer Supplied Funds 

Staff takes the position that the ICFA agreements are a cost free source of capital which by 

their very nature are non-investor supplied:9 and that they “create CIAC by another name.”” Staff 

believes that the ICFA fees are properly considered contributed cost free capital to the IJtilities 

because they are funds received by Global Parent from developers to provide utility service.8’ Staff 

states that the fees generated through the ICFAs should therefore be treated as contributions to the 

Utilities. and removed from rate base.** Staff ilrges that the ratemaking treatment of the ICFAs in this 

case !‘will have far reaching implications for ail Arizona public corporations (not just water).”s3 

Staff cautions the Commission not to confuse Applicants’ claimed ICFA fee accomplishments 

with the fict lhzt the fees are developer provided fbn&s.84 Staff states that however laudable the goals 

underlying total water management approach, they do not justify the regulatory treatment of ICFA 

fees requested by Ap~licants.8~ Staff explains the importance of its recommended removd of ICFA 

Fees from rate base as follows: 
I 

It is important because utility customers should pay for the cost of their service and no 
more. Customers should not be required to pay a return on plant which was built with 
cost-free capital. Staff condudes that ICFA fee revenues that are invested as’equity in 
Global Utilities is cost-free capital and that this cost-free capital was used to pay for 
the Utilities’ plant. 

Also, treating ICFA fees as contributions is essential to protect ratepayers from a rush 
by other public utility holding companies to contrive similar transactions that serve to 
circumvent the Commission’s ability to regulate the earnings of utilities under its 
jurisdiction by recognizing cost-free capital as equity. It is doubtful that the ratepayers 
of Arizona Public Service Company (“APS”) would benefit by Pinnacle West Capital 
Corporation executing similar arrangements with developers and infusing the 
collections in A P S  as equity. The ICFA or ,ICFA-like contracts further blur the line 
between the holding company and the utility; a line which is already blurred by the use 
of a common management company and common officers and directors. 

Findly, when the Global Parent accepts ICFA fees fiom developers and uses the 
proceeds to make equity investments in the Global Utilities to pay for plant to serve 

“ Staff Br. at 2 1-22. 

a’ Staff Reply Br. at 2. 
82 Direct Testimony of Staff witness Linda Jaress (EA. S-IO) at 12. ’‘ Staff Br. at 2 1.  
84 Id. at 28. 
gs StafI-RepIy Br. at 7. 

Id. at 2. 80 

~- - - - .  
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those developers, it is essentially transferring the risk that the development will be 
unsuccessful to the ratepayers. By adjusting rate base for imputed, ICFA fees, the 
ratepayers are protected fiom the financial impac.t of plant installed for the developers 
but not 

hfaricopa agrees with S W ,  asserting that if the Applicants are alloked to earn a return on 

andonner-supplied ICFA money simply because it spends different dollars on plant, that it is likely 

111 utilities would employ an ICFA model, and ratepayers across the State would suffer from paying a 

sate of return on plant for which the utilities expend no real capital.87 Maricopa states that Applicants 

ue attempting ta frame the issue of whether or riot to treat ICFAs as CIAC and deduct them from 

Xpplicants’ rate base as a determination of whether or not the State of Arizona should engage in 

.esponsible water management, when the true issue is whether the rates resulting from the regulatory 

reatwnt ttill be fair and just.’* 

Applicants assert that they have proposed strict limits on how ICFA funds should be used, and 

hat Staff. and RUCO have the skills and experience to audit and enforce compliance with those 

imits.*’ Applicants contend that ‘$If other utilities use ICFA h d s  to pay for acquisition 

idjustments or to cover the carrying costs of total water management infrastructure, so much the 

letter , . . if the fees are not used for those purposes, the Commission is free to determine an 

iptppropriate CIAC imputation.’y9o 

RUCO states that the ICFA issue is about the accepted ratemaking treatment of CIAC, and 

iothing more.” RUCO describes Applicants’ proposed accounting trsatment of the ICFA proceeds 

E a transparent attempt to avoid ,the efkct on rate base that normally occurs. when a utility receives 

:ontributions.92 . .  RUCO states that if the ICFA fees are not treated as CIAC and imputed to rate base, 

>oth the.recovery Q f  and recovery on the ICFA fees provided by developers will be embedded in the 

:ates paid . .  by the Utilities’ custorner~.~‘ RUCQ describes . .  that typically, a utility earns ,a rate of  return 

in utility plant in servicg that has.been financed.either by capital provided by its investors (i.e., 

“ Direct Te&;lim& of Staff witness Linda Jaress (Exh: S-1.0) at 13.- 
.. . 

Maricopa Br. at 6-3; Maricopa Reply Br. at 19. 
Maricopa Reply Br. at 7. 
Co. Reply Br, at 21. 

Le 
1s 

‘Old. at 21-22. 
’I Surrebuttal Testimony of RUCO witness Wilham Rigsby (Ed. R-7) at 8. 
’’ RUCO Br. at 3. ’ Surrebuttal Testimony of PJJCO witness William Rigsby (Exh. R-7) at 7-8. - . .  . -  * . .  

. . -  _._-._- 
_I 

. - -  - . .  
. _  . - - .  

_ .  - .  . 
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2quity) or by capital provided through the issuance of debt $e.$ bonds or RUCO explains 

hat in addition to receiving a ratemaking “return on” this invested capital through operating income, 

itilities are also permitted a dollar-for-dollar recovery of, or “return of’ the equity or debt investment, 

3ver the life of the plant assets, through annual depreciation expense?’ The “return of and return my’ 

$6 equity or debt investment is embedded i i  customers’ rates?6 RTJCO states that ordinarily, if a 

3eveloper provides capital to construct plant needed to serve its development projects, aith no 

mangement to be paid back over time, the third partylsupplied capital is booked as CIAC which is 

iubsequently treated as a deduction to rate b a ~ e . 9 ~  Deducting the CIAC from rate base ensures that 

.he utility does not earn a return on developer supplied funds through rates, and because CIAC is 

moaized over time, there is no utility recovery of developer supplied funds through depreciaticn 

:~pense.~* RLJCO explains that this ratemaking practice insures that utilities do not recover fiiom 

-atepayers funds that were never provided by the utility’s investors, which is what would happen if 

iCFAs were not treated as CIAC9’ RUCQ also agrees w<th the point made by Staff that using 

leveloper supplied funds, and not investor supplied capital, in order to build-plant to serve customers 

who may or may not materialize, shifts risk away from the utility and its ratepayers and puts it onto 

he tllird party developers, who must put their own funds at risk.’” 
, 

RWCO contends that since the traditional ratemaking treatment of developer supplied b d s  is 

to treat them as CIAC, Applicants should not have wsumed that their radically different ratcmaking 

treatment would be approved.”’ Maricopa agrees,1o2 and takes issue with a statement nude by 

Appliqt’s witness at the hearing that it would be “punitive” to treat the ICFA h d s  as a reduction 

tr, rate base.103 Maricopa argues that Global Parent entered into the ICFAs with full knuwkdge $at 

their ratemaking treatment was unresolved and that it was the o d y  utility it knew &that was using 
. .  

. .  . .  . .  . .  , .  

. .  , . ’‘ id at 8. . .  

. .  

. .  . . .  95 Id. 
Id.’ . . 

Id. .  . . ’ 97 

. . . .  . .  . .  
pg la‘. 

. .  
wld.  . 

1‘! RUCO Er at ?, citing t@ Surrebuttal Testimony of RUCO witness William Rigsby (Exh. R-7) at 1 1, 
:dat 7,9. 

Maricopa. Br. at 8-1 1.. 

100 

. .  10; Markopa Br. at 10, citing to Tr. at 173: - .  . 
- 

.’ . -  - - - .  
. -- .. 

-.. 
- .  . . -  . 
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:uch a Maricopa contends that the record in this proceeding demonstrates that Global 

ias known for years that the status of IFCA agreements and their peatment was unresolved, but that 

It continued to enter into numerous ICFAs.105 Maricopa contends that the language of the ICFAs 

icknourledges that the ratemaking status af the ICFAs was in question, making clear that Global was 

iware of uncertainty related to ratemaking treatment of the ICFAS.'~~ Maricopa submits that the 

3~pearance of such language in the ICFAs further makes clear that Global was willing to enter into 

.he ICFAs even with the risk that the money would receive a different regulatory treatment and that 

Slobal might be liable for additional costs in the event of such occ~rrence , '~~  Maricopa contends that 

It &odd not be punitive to cokectly classify the ICFA fmds as a deduction fiom rate base, because 

Siobai was fully aware that its use of ICFAs was a risky and unresolved approach."' Maricopa 

j?ates tIm-&e City understands Global's need to make money, and the important role Globa! plays in 

making Maricopa a great place to live arid work, but urges that its citizens not be m2de to suffer as a 

result of Global's decision to use ICFAs despite knowing the risks entaiIed.lw 

Staff states that public utilities commonly perceive disallowances or other ratemaking 

2djustments as "punishment," but that Staff is not recommending that Global Utilities or Global 

Parent be punished for whatever innovations they have made."' Staff states that it wants to iriure 

that the risk of innovation is borne by the innovators, and not the ratepayers.'" Staff states that while 

its ratemaking recoqmendation regarding the JCFA fees would result in a reduction to the revenue 

requirement, its recommendation was not made for that purpose, but rather, its recommendation 

lo4 Maricopa Br. at 11. 

'06 Id. at 9. The language c.ited by Maricopa is  as follows: 
'@?Id. at 9. . .  

Coordiriator shall be responsible for and assume the risk o f  .any future regulatory treatment of this 
Agreement by the ACC, including (wit'hout limitation) the imposition of hook-up fees or other charges 
related to the extension of Utility Services to the Land, and shall indemnify and hold harmless Current 
Owner and Landowners for, !?om and against the censequences of ,.same.' Without limiting the 
foregoing, Current Owner and Landowner shall Bot be liable for any additional ~10st.s in the event. that 
the ACC treats any paymentsbnder this- Agreement as contrjbutions er advances in aid of.construction, 
or in the event the'ACC imposes hook-up fees or other charges related to.tht: Off-Site Facilities, and 

E&. A 4 8  at 8. 

. .  

Coordinator shall be responsible for payment of same. . .  

'" Id at 9, referring to Exh. A 4 8  at 8. 

j,"..Maricopa,Reply Br. at 8 . 
'lo Surrebuttal Testimony of StafEwitness Linda Jmess (Exh. S - !  1) at 3. 
" I  fd. 

Maricopa Br. at 10. IO8 

. .  
- - , ._ 

.. 
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-esulted from its analysis and calculations of the materials that provided.”’” 

c. Lack of Accounting for ICFA Fees 

In rebuttal testimony, Applicants stated that if ICFA fimds were used to h d  plant, they 

jhould be considered CIAC (less taxes and expenses), but that ICFA funds used for other prposes, 

;uch as .acquisitions or carrying costs of total water.management,. should ., . not be, .treated as CIAC.1.!3 

WUM‘ states that it takes no .position on whether KFA fees should or should hot be classified as 

ZIAC; but argues that ‘,‘CIAC should only [be] ‘removed’ . .  from rate base if it was.used’to finance a 

. .  

114 ’ 

. .  
. c  . 

. .  . mrchase that was actually placed into rate base.”’ Is .~ 
. .  

Staff states that’while ApplicGts claim that ICFA fees were used to pay for carrying costs and 

!or the acqt5sition of utilities, Applicants acknowledge that it cannot be demonstrated that the ICFA 

Zes were used only for that Staff notes that the ICFA fees are accounted for only on 

3lobal Parent’s books, and not on the books of Global Utilities, and are not kept separate from other 

h d s  available to Global Parent.’17 Global Parent has been depositing the ICFA fees in the same 

)a& account as money provided by investors, bond proceeds, and revenues from the utilities.”’ 

3taff states that the problem with such accounting for the ICFA4 fees, as Applicants acknowledged, is 

hat cash is fungible.”’ Staff states that the end result of such accounting is that there is no way to 

jetermine whether the ICFA fees were used for the acquisition of utilities and $0 cover carrying costs, 

3r whether they were in fact used to construct plant.’2o Staff points out, however, that the ICFA fees 

are only collected in instances where a developer or landowner needs plant for utility service: and this 

is why Staff views the ICFA fees as an integral part of Global Utilities’ fmancing of plant used to 

supply utility service.”’ As evidence in support of its position that ICFA fees were used to construct 

I* ’  Staff Repiy Br. at 2, citing to Tr. at 636. 
Co Br. at 26, citing to Rebuttal Testimony of Company witness Trevor Hill (Exh. A-8) at 22 and Tr. at 46-47; Co. 

Reply Rr. at 16. citing to Rebuttal Testimony of Company witness Trevor Hill (Exh. A-8) at 26-29 and Rebuttal 
Testimony of Matthew Rowell (Ed. A-13) at 34-35. 
‘I4 WUAA Br. at 4. 

‘I6 Staff Br. at 28, citing to Tr. at 172-173. 
‘I7 Direct Testimony of Staff witness Linda Jaress (Exh. S-10) at 9, 12. 
!’* Staff Br. at 23, citing to Tr. at 152; Tr. at 153. 
‘I9 Staff Br. at 23, citing to Tr. at 152. 
12’ Staff Br. at 23. 
12’ Direct Testimony of Staff witness Linda Jaress (EA. S-170) at 12. 

Id. 

- - z ‘ s ?  - _ _  - -  - 
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plant; Staff also points to the fact that the Utilities’ books show high plant balances, but zero CMC 

balances, for types of plant that are nmnally paid for by developers with contributions, such as 8 and 

10 inch mains.’22 

“meaningfiil” CIAC, and the two largest Global Utilities have accepted none at dl. *E 

Staff states that since Global ownership, the Global Utilities have not accepted 

RUCO urges that the Commission not be persuaded by Applicants’ argument that there is no 

accounting relationship’between .the ICFAs and utility plant.i24 RUCO states that it is not reasonable 

to assume that Global Parent could collect the ICFA fees absent its relationship to the Utilities.’25 

RUCO argues that if adopted, Applicants’ proposal to treat the developer contributions not as CIAC, 

but as a Global Parent “investment” of ICFx4 proceeds in the form of equity, would result in Global 

Pa-ent earning a return on cost-fiee, non-investor supplied 

Miuicopa points to the language of the ICFAs themselves as proof that the ICFAs are a 

promise to provide plant in exchange for the money from developers.’27 Mwicopa states that the 

&FAs proyide, in. clear terms, that Global Parent will construct or cause the constructien of plant to 

serve deyelopments in exchange for-the payment.to GIobal Parent apd that under no .circumstances 

yill G!obal Farent ever require additional payments for plant.’28 

Applicants assert that the proposed imputation of CIAC for all the ICFA fees is.erroneous 

because the imputation ignores that some of the plant exi.sted prior to the collection of ICFA fees; the 

imputation . .  ignores that some of the pl,ant was funded with AIAC; the imputation ignores that some 

plFt was h d e d  by Industrial Development Authority (“IDA”) debt; the imputation does not allocate 

any of the ICFA fees to acquisitions; the imputation is for gross ICFA fees instead of for- after-tax net, 

income . .  to Global ,Parent from ICFAs; and the imputation does not consider the .carrying costs 

associated with total water management faci€ities.l2g, WVqA argues that money that comes from a 

specific ,soprce and is earmarked for a specific purpose ir..ust .be spent On that p w s e ,  and that to the 

. .  

. .  

. .  

. .  # ’  

. I  - 
Id. 
Surrebuttal Testimony of Staff witness Linda Jia-ess (Exh. S-11) at 12. 
RUCO E;. at 5 .  
RUCO Br, 3t 4, citing to Direct Testimony of Staff witness Linda Jaress (E*. S-10) at 12. 
RUCO Reply Br. at 6. 

’” Maricopa Reply Br. at 4 
12’ CO. Br.. at 30. 

. . 

!” 

”’ Maricopa.Reply Br. at 2-4. . a  

. .. . .  . .  
- - - +  -- - . .  
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:dent IDA bonds were used to finance a portion of plant, then that same portion of plant was not also 

lnanced by another source.130 WAA argues, and Applicants agree, that if items purchased by 

:LAC are not placed into rate-base '$it would be an accounting error to simply assign, or somehow- 

mpute CIAC to rate base and subtract 

Staff points out that while Applicants were aware of Staff's position taken in the Sta€f Report 

ssued in Docket No. M;-OOOOOC-O6-O 149 (''Generic Docket"),'32 Applicants included no substantive 

iocwentation with its direct testimony evidencing the ICFA fees were used for the purposes 

ipplicants assert, to cover carrying costs and fund the acquisition of ~tilities."~ Staff states that as 

Qplicants acknowledge, until Applicants filed rejoinder testimony, Applicants presented no detailed 

iifomation showing that it used the fkes received pursuant to the ICFAs for acquisitions and to cover 

:arrying In rejoinder testimonyl as evidence that the XCFA fees were used to fund the 

rs;quisition of utilities and to cover carrjring costs, Applicants presented a table that its witness stated 

tspells out the use of the ECFA funds since Global's inception."135 Attached to the testimony w a ~  an 

;xxcerpt from an audited financial statement for 2008 and some bank ~tatements. '~~ RUCO states that 

he exhibits, which address only a small portion of the ICFA proceeds, fail to disclose what the ICFA 

xoceeds were used for.'37 Staff points out that Applicants' witpess acknowledged that the 

'* WUAA Br, at 8. 

'32 Docket No. W-OoOOOC-O6-0 149, In the maffer of the Comrn&sion's gefwic m&'uatiu# &#ire repZa#my imp~ctsfium 
'he use ~ a ~ n - t r a d ~ r i o n a l ~ ~ a n c i n g  arrangements iy water utilities and thef afiliates, was opened on March 8, 2006. 
Staff solicited mmments from water utilities and issued a Staff Report on October 6,2096, to which responses were'filed 
n F~bruary 2007. No further action.has been taken in that docket. The Staff Report concluded as follows: 

With respect to the appropriate regubtory treatment of the 'nontraditicznal finding mechanisms, Staff 
enrowages the development of policies that will facilitate either regulated or non-regulated entities to 
seek regional solutiorls to Arizona's water and wastewater infrastructure development. Staff concludes 
that ICFA type arrangements can provide appmgriate long-term solutions which promote conservation 
of water $upplies and eflicient'wastewater utilization. ]If such Costs are incorred at the parent level and 
subsequently contributed to the regulated utility, the cost of such contributed capital shcyld be 
determined on a case by case basis. However, based on the scenarios contained in- this report, StaE 
would recommend that these costs be treated as advances or contributions instead of equity for 
ratemaking purposes. . 
Exh. A-38 at 7. 

k1JA.A Er. at 5;  Co. Reply Br. at 23. 

' 

. 

I?' Staff Br. at 25, citing to Direct Testimony of Company witness Matthew Rowel1 (EA, A-12) at 8, 12. 
'" Staff Br. at 26, citing to Tr. at 151. 

Rejoinder Testimony of Company witness Trevor Hill ( .Ed A-?j at 18. 135 

136 id. at Hill-l and Hill-2. 
I?' RUCO ~ e p l y  Br. at 4-5. 

- - =  ~- - 
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joc.uments only provide a few examples of how Global used the ICFA fees.'38 

RUCO argues that while. no direct accounting link of the ICFA proceeds tip the Utilities has 

x e n  demonstrated,. neither has a direct accounting. link to.acquisitions.''g . RUCOmgues that even if 

4ppl.icants could prove that the ICFA proceeds were used for acquisitioli and associated carrying 

:osts, it is a distinction that makes little difference, because there is no dispute.that developers are the 

. . .  

. .  . .  ._, 

. .  . .  

, . .  . .. . . .  . . .  . . .  

xoviders of'..the ICFA .proceeds.'40 '. RUCO stsites that 'when developers make contributions in 

:xchange .far. current or fbwe service,' and a utility . I  dses .the developer. contributions to fund 

kquisitions, those . .  developer-provided funds frze up &!r utility funds for other &3e~.'~' ' '  

. .  . 

. .  , . .  

. 

Staff +tates ., : that even if, for the sake of argument, the - Commission were to agree that 

4ppiicantg h a p  'demonskated that the ICFA fees were used to fund the acquisition of water utilities 

md to cover,garrying costs and that none of the ICi.4 fees were used for utility' plant, .'staffs 

:ecommendaGgn . . . .  remains unphanged, fc.r the following reasons: First, Staff believes. that Applicants' 

ittempted distipction . .  between constructing plant with developer fimds, in order to. provide service, 

ind the. acquisition of a utility with developer funds: irn Order to provide service; is wi&mit'mFrit.!42 

Second, Staff does not believe there is a discrepancy or contradiction between wing the ICFA fees 

lirectly to construc.t pl.ant and using the ICFA fees tQ pay the interest on the. IDA bonds that 

4pplicants claim were used to pay for the Southwest because the resuk is the IDA bonds 

Secorne a cost free soilrce'oE capital for Global Parent.'44 Staff states that neither would it make a 

. .  
Staff Br. at 26, citing to Ti. at 129. 

'39 RUCO Reply Br. at 6. 
'40 id. at 5. 

i.r2 Staff Br. at 28. 
'41 Id. at 28, citing IO Rejoinder Testimony of Company witness Treyor Hill CExh. A-9j at 18. 
'q' Staff Br. at 2S,,&ting to Tr. at 885. Staffs witness addressed this issue in response to questions fiom Stars attorney 

; 

. .  
Id. at 5,6.  .4 I 

i s  follows: . .  

Q. "Does whether or not evidence.is present in this c&e as to whether these bonds yere used to construct plat ,  ' 

A. No. No. The company has rneilii0ne.d that they $ere using-ICF.4funds to repay'debt, which was wed to build 

Q. So is this - ahd again, the bonds that we are talking of, speaking abouf'have some sort bf a cost to them; is that 

doesfhat change Staffs representation in this case as far as the treatment of the lCFA fees? 

p:ant. So to me they are using the ICFA hnds to build plant. 

correct? 

Q. And in effect what the company has  done is use these fees that iiCs collected throughthese ICFA agr5ements.that 
have no cost; correct? 

A. Yes. 
Q. Okay. And that i s  why it doesn't have an. impact en the Stiffs recommendation in .this case? . - . 

. .  . .  . A .  .The interest, yes. 

. .  

. * 
- - e  __._ . .. ... . _,_ . . . .:. . + -- 

. .  . -  
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if it could be shown that the use of IDA bonds to fund plant displaced ICFA funds as a 

iource for the money used to construct Staff asserts that because cash is h g i b l e  and ICFA 

%es were deposited into the same account as investor proceeds and bond proceeds, it makes no 

iifference if the IDA bond proceeds were used'or the ICFA fees were used to fund the construction 

3 f p l ~ t . ' ~ ~  Staff states that ultimately, it is S W s  position that developer provided f k d s  should be 

reated as CIAC regardless of how they +-e used.'47 Staff states that no matter how the transaction is 

itructured, the developer ultimately receives service horn one of the Global Utilities in return for 

laying the ICFA fees.14* 

d. Tax Liability and Global Parent Expenses 

Applicants assert that the proposed imputation of CIAC for all the ICF'4 fees is erroneous 

lecause the imputation is for gross ICFA fees instead of for after-tax net income to Global Parent 

iom ICFAs. Applicants contend that Global Parent could invest ICFA revenues in plant only after 

t paid its expenses and satisfied its ta-- liabilities, and b a t  only then would the ICF-4 fees be 

wailable for utility purposes.'s0 Applicants state that Global Parent incurred $24,057,683 in tax 

iability fiom the total $60,084,123 in ICFA revenues, and therefore calculate net ICFA revenues of 

t34,859,8 16.15' Global Applicants argue that under the matching principle, Global Parent expenses 

nust also be deducted from the ICFA revenues before any imputation of CIAC is made."' 

i. Tax Liability on ICFA Fees 

In regard to the issue of ICFA related tax liability, Staff states that because Global Parent is 

xganized as an LLC, a non-taxable entity, the income from Global Parent flows through to the 

members untaxed,153 If a member does not have offsetting tax losses from other sources, the member 

A. That's correct. 
Tr. at 885-886. 
145 Staff Reply Br. at 4. 
'a id. at 4-3. 
14' Staff Br. at 28. 

Id. at 29. 148 

Co. Br. at 30. 
"') id. at 33-34. 

Direct Testimony of Company witness Trevor Hill (Exh. A-7) at 32. 
"* Co. Reply Br. at 19; Co. Br. at 33, citing to Rebuttal Testimony of Matthew Ro.~.~ell at 35 and Rejoinder Testimony of 
Matthew Rowel1 (E&. A-15) at 6-7. 

149 

151 

Surrebuttal Testimony of Linda Jaress (Exh. S-11) at 4. 153 

- - -  
- - &  

- - -  
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pays &xes on his or her share of the earnings of the LLC, or if the LLC suffers net losses, those losses 

can offset the profits from the members’ other business  interest^."^ Staff states that it appears that 

members of Global Parent decided that the LLC would make distributions to the members in amounts 

sufficient to pay the income tax on the earnings of the LLC allocated to each Staff states 

that another decision made by the members was for the Global Parent to account for the ICFA fees 

received from developers as revenue to the Global Parent, and not as contributions to the Global 

Utilities, and that this decision resulted in the proceeds from the ICFAs becoming taxable to the 

Staff does not believe that the choice to structure Global Parent and the ICFA contracts 

in such a way that makes the ICFA proceeds taxable to the members constitutes a valid reason for the 

Commission to recognize the income tax effect of the JCFA fees an the members’ personal income 

ka.xes.’” Staif contends that the ICFA fees replace contributions and advances which are not taxable 

b a utility and therefore, taxes on the fees should not be recogni~ed.’’~ . 

8% Applicants argue that Global Parent’s choice of corporate structure is irrelevant, because even 

if Global Parent were organized as a corporation, the ICFA fees would still generate a tax liability for 

Global P a ~ e n t . ’ ~ ~  WXAA argues that “taxes paid to the IRS on ICF.4s did not go into rate base and 

me not a component of the items to be removed from rate base,”’60 and that if ICFAs are determined 

to be taxable CIAC, then it should be. treated net of taxes.’6’ 

Applicants argue that the only difference is that instead of Global Pareh directly paying the 

government, the fimds are paid to the members, who then Fay the govermment.I6’ However, as Staff 

points out, Applicants provided no evidence to show whether the LLC members in fact realized a tax 

liability on the ICFA fees.163 The tax liability of $24,057,583 represents Global Parent’s calculated 

estimatirzn of the personal tax liability of  its mernbers.la Global Parent chose to dislxibute this 

.2s 

. .  

- 

. - . 

. .  
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mount to its members as a means of compensating its members in the amount of an estimated 

3ersonal income tax liability of the members.’65 The $24,057,683 in “income tax expense” 

referenced by Applicants is not an expense of Global Parent at all, but instead represents only the 

zstimated expense of its individual members, which Global Parent chose to distribute to them as 

:ompensation. Staff correctly notes that the ICFA fees replace contributions and advances which are 

lot taxable @ a utility and therefore, taxes on the fees should not be recognized. A s  Staff statcs, the 

issue of the-pembers’ tax liability generated by the ICFA fees need not be addressed for the same 

-eason the Cornmission does not address the tax liability ofthe shareholders of a utility formed as a 

:orpation: &e tax liability of investors is not part of the calculation of revenue For 

i kse  reasons& would be inappropriate to recognize the “tax liability“ as a deduction to developer 

provided 5mds. 

ii. Other Global Parent Expenses 

Applicants assert that Staffs imputation of CIAC “effectively leaves all expenses at the 

@lob& Parent, many of which would be borne by the utilities if Global parent wasn‘t carrying 

Applicants‘ witness testified that the Global Parent annual “expenses not a b a t e d  to hem.x167 

ntilities” was $3,930,676,16’ but also testified that Global Parent’s 2008 finFci.al statements showed 

that Global Parent incurred f‘up to $9.13 million of expenses which could have been passed down to 

the utilities were it not for the revenue provided by the ICFAs. This example only considers 2008; 

similar expenses were borne by Global Parent in previous . .  years as 

Other than income tax expenses, Applicants fail to specify which Global Parent expenses they 

contend should go to offset the ICFA fees.. Applicants do not document the type of such expenses, or 

eyen the .exact amount of such expenses, and therefore provide no basis upon which to make a 

deduction from the developer-supplied ICF-4 funds. , . 

. .  . . . . 4. . Conclusion 

There is no, dispute’. that. GIobal h. exercised i t s  iotd ..water management apprqch I ... in 
. .  

. .  1651d. ’ “  

Sze Surrebuttal Testimony of Linda Jaress (Erh. S-11:) at 5. 
! 67 . Rejoinder Testimony of Matthew Rowell (E?rh. A-1 5) at 6. 

Rebuttal Testimony of Matthew Rowdl i t  35. 
,is? Rejoinder Testimot7y of Matthew  ROW^ @x!!..A45) at 6.  
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providing utility service within ‘the ‘service territories of the. Utilities included in these consolidated 

rate applications. Neither is it disputed that landowners and developers in the service territories of 

WUGT, Palo Verde, and Santa Cruz paid Global Parent ICFA fees pursuant to ICFA agreemen& 

through which Global Parent agreed to provide utility service to the Iandowners/developers. 

Applicants request that the Commission put aside the normal regulatcry ratemaking treatment of 

contributions that were given in exchange for utility senrice, because Global’s innovative means of 

collectifig and spending the contributions allows it to pursue total water management goals. This 

Commission is tasked with protecting the interests of utilities and ratepayers alike, and this important 

task requires a’carell balancing. One of the foremost tenets of ratemaking is unchanging, however, 

when making a determination that affects both utility and ratepayer, and that is the inclusion in rates 

of  the cost of providing utility service. N7e must emure that captiye monopoly ratepayers pay for the 

posts bf providing utility service, .but no mor?. Pa$. of that cost of ,  service includes. a fair and 

reasonable return to the provider of the Utility service on.fhnds that it has invGsted in the utility in 

order to provide reasonable and adequate service to its ratepaying . customgrs. .. Here, . Applkants have 

not. ‘fhvested” ICF.4 .funds for . .  the purpose of providing utility service. Rather, devehpers have 

. .  

provided ICFA funds to Global Farent which, commingled with equity ,and debt provided by 

Applicants’ parent company, have been used for the provision of utility service, whqther through 

acquisitions, carrying casts, or plant construction. Allowing developer contributed fhlnds to remain in 

rate base would require captive ratepayers to pay Applicants a return on developer-provided ICFA 

funds, which woulp vio!ate fundamental ratemaking principles and would.unjustly and unreasonably 

cmjch Applicants at ratepayer expense. For the reasons set forth in the arguments of Maricopa, 

RUCO and Staff, Staffs CIAC adjustments are just, reasonable, and in the public interest, and will be 

adopted 

We believe the Commission shol,i(d commence a generic investigation which looks at how 

best to achieve the Commission’s objectives with regard to encouraging the acquisition ef troubled 

water companies and the development of regional infrastructure where appropriate. As part of this 

proceeding, we would like stakeholders, indudin& Gbbal and Staff, to dso address in workshops 

whether ICFAs, or other meclianisms, if properly segregated and accounted for. could be utilized to 
- - - -  -- 

- -  . -  
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inance the actual acquisition of troubled water companies, subject to Commission approval. 

Additionally, we would also like stakeholders to address whether ICFAs, or some other 

nechanism, if properly segregated and accounted for, would be 'appropriate for use in covering such 

:xpenses as a portion of the cdrrying costs associated with 'unused regional water and wastewater 

Bcilities or infrastructure which meets the Commission's objectives. Additionally, we would like the 

pestion of whether other mechanisms not addressed in this oase would be appropriate in inducing 

;uch .regional water and wastewater infrastructure, and the acquisition of troubled water companies, 

;uch as acquisition adjustments, rate premiums, or Distribution System Investment Charges. 

rherefore, we will require Staff to notice and facilitate, and Global to participate in, stakeholder 

"O Direct Testimony of Company witness Gregory Barber (Exh. A-21)) at 16, 
"' Id. - -  - - 
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Palo Verde Valencia - Willow Smta Cruz WUGT Valencia - 
Greater Valley Town 
Buckeye 

$6,643,8 13 $380,474 $473,527 $9,409,861 , $259,304 $3,037,462 

PV. OPERATING INCOME 

A. Test Year Revenues 

Applicants 

RcC(j'74 

SantaCruz UVGT I Valencia- 

. 1 Tow 

Yalo Verde 1 Valencia- 1 Greater I Buckeye 

$95,689 ; $4:120 . $473,527 $86,450 $2,45 1 $42,898 

$95,683 $4,120 $473,527 I $86,450 $1,191 I $42,898 

. .  
cost of living increases and pay raises."* Applicants M e r  states that Global's shareholders 

continued to pay 84 percent of executive compensation costs, which led to the Applicants requesting 

recovery of only $162,428 in executive compensation expense in this case.'73 

Operating income issues remaining in dispute are discussed below. 

1. Bad Debt Expense 

Applicants and Staff disagree on the amount of. bad debt expense to be recovered in rates. 

The parties recommendations on m appropriate level of bad debt expense, according to their fmal 

schedules, is as follows; 

"' Global Br. at 6-7, citing to Direct Testimony of Company witness Trevor Hi11 (Exh. A-7) at I?, and to Direct 
Testimony of Company witness Jamie Moe (Exh. A-2 1) at 4. 

Co. Br. at 7, citing to Direct Testimony of C@myany hitness Trevor Hill (EA. A-7) at 17, and Rejoinder Testimony of 
Company witness Trevor Hill (EA. A-9) at 3. 5,  and Tr. at 35,235. 
"' RUCO's amounts differ from Applicants only for- WUGT, and this sole difference appears to be due to a clerical er;or, 
as RLrCO's h a 1  schedules show a different "as fiIed" amount than does Applicants' for WUGT only. 

1 3  
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Applicants' proposed bad debt expense is based on its test year bad debt expense account 

)alame, and not on actual test year bad debt write offs.'" RUCO states that the actual, unadjusted 

.est year bad debt expense is a fair aqd reasonable reflection of the historical annual amo~mt."~ 

RUCO does not address the issue raised by Staff, that actual bad debt expense is demonstrated by 

5ctual \vrite-oi~s.'~' 

StafX recommends that Applicants' allowable bad debt expense recovery be based on actual 

uncollectible accounts receivable, as determined by examining Applicants' bad debt write-offs.'78 

Staff asserts &at Applicants' proposed bad debt expense is an estimate, as opposed to its actual 

2uperienceJ ;Et year bad debt expense as demonstrated through ~rite-offs."~ S t a f f  argucs that 

4pplicadx' wposal should be rejected in favor of B mehdslogy that determines the mount of  bad 

iebt expense-pvered in rates to instead be based on actual uncollectible accounts receivabIe.'go 

Appliqts  state that under the National Association of Regulatory Utility Commissioners 

:"'NARUC'') TJniforxn System of Accounts ('.'US"'') bad debt write offs are not defined the same as 

bad debt expen&'" ,and that while it did riot occyr in this case, a utili@ could manipulate bad debt 

u$tq off5 to. increase them during st test year.'" Applicants assert that its proposal- is based 'on the 

m r e  bund . practice . .  of basing. bad debt expense on its actual test year.bad debt expense ac.count 

balance, .and not !on actual test ye? bad debt.w#e 0ffS'.'8~ Applicants are correct that the-NARI!C 

USQA . definitions . .  differ, and that it. would. be. possible to . .  manipulate mite offs .  . However, 'the 

NAjUJC USOA provides that tljg purpose of the . bad . .  debt expense acc0yn.t is &.be' charged with an 

e o e t  sufficient to provide for ,loss& @om uncollectible utility revenues.'*A The uncollectible 

accogts .receivable account ' .  ~ is to be credited €or actual . .losses; . .. with records mdntained . .  to $how write 

. .  . .  

. .  

. -  ' .  . . . . -  - 

. .  . .  . . . .  "* CO. . ~ r .  'at 59. 

177 Id. . .. . .  . . .  
RrJC0.k. at 14. ' . . .  

Staff Br. at 5, citiig to Direct Testimony of Staff wimess Crystal Broyn (Ed. S-6) at 23. 

StaRBr. at 6, cithg to Tr. at 633-634, Exh. A 4 1  at 65, 144, and E~h.A-42 at 68, 194. 

Co.- Br. at 59. 
id, citing to Tr. at 534. . 
Co. Er. st_i9. 

I ?S 

. .  . .  
. .  1 .  - .  . .. ' .  . . _  . .  

. .  '*' StafSBr.. at 6.. ' . . .  . .  

1s: 

: 83 

I84 See Exbs. . A 4  1 A-42. * 
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 off^.^^' While attempted manipulation might be possible, In that event, an audit woukd demonstrate 

whether the timing of write offs was made in bad faith, and corresponding adjustments could be made 

to prevent overcollection of expenses. A utility's bad debt expense is best measured by test year 

uncollectible account actual write offs, and not by the balance of its bad debt expense account. We 

therefore adopt Staff's bad debt expense adjustments. 

2. Propertv Tax Expense 

Applicants propose a property tax adjustor mechanism. For the reasons discussed below, we 

do'not adopt the adjustor mechanism. The computation of test year property tax expense is not in 

dispute, md therefore allowable property tax expense will be calculated in the usual manner. 

3. WaEes and Expenses Reclassification 

Stdf proposed adjustments reclassifying Salaries md Wages expense, a d  Pension and 

Benefits expense to the NARUC USOA account for Contract Services - Management Fees.*86 This 

adjustment has no net effect on operating income, but Staff made it in recognition of the fact that dl 

work . .  performed for the Global Utilities is done through contract services,is7 Applicants object to the 

adjustment on the basis that the reclassification would lump employee expenses with other outside 

contract services typically found in this account.'" Applicants argue that keeping the accounts in the 

manner it does provides more transparency."' RUCO does not oppose Appli&ts' proposal to leave 

the expenses in Salaries and Wages and Pension and Benefits accounts.190 As regards transparency, it 

is incumbent upon -4pplicants to ensure that adequate records are kept to support its expenses, 

whether at the utility level or at the level of the corporate structure which Global has chosen to 

implement. Applicants have no employees, and tberefore no Salaries and Wages expense, or Pension 

and Benefits expense. Staffs adjustment is in keeping with the NARLJC USOA and will he adopted. 

4. - Depreciation Expense 

In conjunction with their reclassification of ICFA fees as CIA(:: Staff and RUCO made 

, _  . 

'"See id. 
'*' Direct Testimony of Staff witness Crystal Brown (Exh. S-60) at 10-1 1. 
18: Id. 

. .  

a .  CO. Br. at 60.- . -  
i85 Id, 

. *  . !" RUCO Reply Br. at 11. ' 

- ____- . .. 
. .  . .  

- - .  
_ .  . 
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zdjustments to test year depreciation expense for Palo Verde, Santa Cruz and WVGT to account for 

imortization of CIAC.I9’ Stafl’s final schedules include an -explanation of the basis of its 

kljustm&s, and RUCO . did not” take issue with “Staff‘s’ recommended adjustments. ’ Staff‘s 
. .  . .  . .  I .  

zdjustments to depreciation expense will beadopted.. . .  

. 5 .  OberatindLicensing Agreements Fees (Franchise Fees) 
_ .  

Applicak request . .  authority to pass through fees ’ associated with ’ Opera&g/License 

igreementk. As discussed below, we find it more appropriate to allow recovery of test year franchise 

5e-type expenses in rates,’as recommended by RUCO. Global Utilities states that if its proposed 

>ass through surcharge is rejected, i t .  would accept RUCO’s proposed ‘adjustments. RUCO’s. 

xoposed adjustments will therefore be adopted, in the amount of $380,471 for Palo Verde md 

~30,017 for Santa ~ r u z . ’ ~ *  

C. Pass-Through and Adjustor Mechanism Expense Recovery Requests 

1. Central Arizona Groundwater Replenishment District (“CAGRD”) Fees 

a. CAGRD Fee Pass Through Request 

- CAGRD assesses fees directly on utilities that possess a Designation of Assured Water 

Supply (“DAWS”).’93 Applicants propose that they be permitted to recover CAGRD fees as a pass 

ihrough expznse: as it is a tax levied on actual consumption of water.IM The CAGRD rate would be 

3pplied to individual customers’ c~nswnption.’~~ Applicants assert that a pass through mechanism is 

appropriate because the fees are based on consumption and therefore entirely cawed by the end-user, 

and the amount of the assessment is known and measureable based on a particular user’s 

consumption, given the structure of the C A G m  fees.’96. Applicants state that while none of the 

Utilities are currently paying CAGFCI fees, WUGT is working on the completiga of a DAWS; and 

thus WLTGT expects to be paying the CAGRD fees in the near future.’97 Applicants state that the 

Staff Final Scheds. CSB-14 for Palo Verde, Santa Cruz and WUGT; RUCO Br. at 15, clting’to Surrebuttal Testimony 
of Rodney Moore (Exh. R-2) at 5-6, and Sched. SURR RLM-7. 
192 RUCO Final Scheds. SURR RLM-7, Adj. 3 to “Contractual Services - Other” for the Palo Verde and Santa Cruz 
utilities. 

‘%Id. 
19’ Id. . 

191 

Direct Testimony of Company witness Jamie Moe (Ed. A-23) at 16- IS. I93 

Co. Brief at 52-53, citing to Rebuttal Testimony dfompany witness Jamie Moe (Exh. A-21) at 10. 
Co. Brief at 52, citing to Direct Testimony of Company witness Jamie MOE (Ea .  A-21) at 19 and Tr. at 112,435. 

:% 

197 
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1 

I 
interested parties and ensuring long term availability of groundwater.2o' Applicants propose that in 

the alternative to a pass through, -that the Commission authorize it to. implement an adjustor 

2 

_. .<;; . _  
-,.;:. 

DOCKET NO. SW-20445A-09-0077 ET AL. I :  I 
CAGRD is currently,proposing legislation that would establish bonding authority for the acquisition 

of water to meet its replenishment obligations, and the proposal includes fees associated with the 

enrollment in the CAGRD based on the obligations undertaken by the CAGRD as a consequence of 

that enrollment, such that the bonds would be funded by fees assessed to designated  provider^.'^^ 

Applicants state that if the bonding levy is passed, those costs should also be passed through.'w 

Applicants argue that implementation of a CAGRD pass through Will assist Utilities in converting to 

a DAWS?00 Applicants state that in the West Valley, a DAWS is critical for coordinating numerous 

i 

i 
I 

4 

13. 

1 

4.5 

has filed - .  an application fqr, but has not yet received a DAWS?" Staff recommends that Applicants' 

request for pass through recovery of CAGRD fees be denied because no Global Utilities are currently 

being directly charged the CAGRD fees, and it is unknown when the CAGRD fees will need to be 

paid, how much the fees will be, or which of the Utility customers will need to pay the feeFo5 Staff 

argues that because the volume of excess groundwater that will be pumped in 2010 is not known, the 

CAGRD fees cannot be known with a n 3 r  degree of certainty,2M Staff states that in the event the 

Commission determines that a mechanism should be in place for Applicants to rewver future 

CAGRD assessments, that it would be more appropriate to develop an adjustor mechanism similar to 

that StaRrecommended in the pending rate case in Docket No. WS-02987A-08-0180.2'7 

22 

23 

24 

25 

26 

27 

28 

I . .  Maricopa argues that Applicants should not be permitted to take advantage of an accelerated 

-- 
. .  

;'' Direct Testimony of Company wimess.Jamie Moe (5xh. A-21) at 19. 
, .  'U? Id. I 

Co. Er,,at 53. 

Id. 

200 

. _  . . : . 

io3 Direzt Testimony Gf Staff witness Linda Jaress (EA. S-I 0) at 3 I .  

205 StaffBr:at 38. I 

.. 
204 id. 

ld, citing to Tr. at 43 I ,  436. 
. .Direct Testimony of Staff witness Linda Jarep (Exh. S-10) at 38. .' -. 

- 
. -  
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any other commodity. ‘The owner ofthe Iong term stc&tgc 

r and the water storage credit may be purchased and sold 

: : 

reviewed the.Annual Status Report on the Underground 

Water Storage, Savings A d  Replenishment Program .for 2008 published by .ADWR’s Water 

taff states that the report lists the parties who participate in the program 

e i p l a k  ‘that’ a permit. is required to ?perate a y;ater 

r and to create a,water storage account in which to accumulate water 

during 2008: in the Phoenix AMA, West Mariejpa 

nt of the three West Valley Utilities, held permits, fer underground 

‘report indicates that WUGT, Valencia Water Company and Santa 

GT, . Water Utility of Greater Buckeye (now Valencia- 

. .  . .  . .  . 

. .  

Water Company held permits for wells- to recover stored 

UGT, Valencia Water Company and West Maricopa Combine held 

GT . and ‘Valencia enter incentive recharge contracts with the 

ch give the two Utilities the right to withdraw a certain mount  

a1 for the purposes of recharge.226 M e r  the water has been 

it& e m  water storage c r k h i t ~ ? ~ ~  . .  

se agreement filed with ADWR, on December 3 1,24)08, 

torage credits to Aqua Capital Mamigemen$ LP (“Aqua 

the purchase agreement is a form required by ADWR for the. 

curnent indicates. that the seller ofthe,credits is WJGTi and 

. .  

- I .  - .  . 
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es that the Global Parent consolidated financial statements indicate a 230 Staffs, 

ralue of the stored water credits at $1,175,675.23’ Staff indicates that the Global Utilities have not 

qeceived any compensation from Global Parent fordhe sale, transfer or use of their water storage 

  red it^.^^^ 
Based on its understanding that holders of water storage credits can use them to reduce the 

mount of groundwater the holder pumps, thus reducing the amount they pay in CAGRD 

wessments, Staff states that the Utilities have given away the right to withdraw water they could use 

when they receive membership in the CAGRD?33 Staff concluded that in order to preserve the 

xnefits of the sale of storage credits for ratepayers, the Utilities should recognize (i.e., record) a 

aegulatory liability equal to the net sales proceeds, so that the Commission can determine the 

tppropriate method for ratepayers to benefit from the regulatory liability in a future rate 

~oceeding.”~ Staff also concluded that the Utilities should file, every year, as a compliance filing in 

his docket, the revenue received by Global Parent or its assignee(s) from the sale of water storage 

:redits generated by each Utility during the current year and €or each prior ~ear.2~’ 

Applicants state that the Utilities have “absolutely not” given away their right to withdraw 

water they could use when they receive membership in the CAGRD.236 Applicants state that Global 

Parent and its subsidiary West Maricopa Combine owned and operated the Hassayampa Recharge 

Facility, located in the West ~ I e y . 2 ~ ~  Applicants state that in order to be the beneficiary of sales of 

long term storage credits, a utility must acquire the water, pay to recharge that water, and pay for the 

admin@ation of the process, and that none of the Global Utilities do that.=* Applicants fiuther state 

that none of the Global Utilities incur any costs as a result of the long term storage credits.uq 

Applicants state that the long term storage credits sold tu Aqua Capital were created with incentive 

230 Id at 36. 
Id. 
Id 

233 Id at 37. 
234 Id. 
235 Id. 
236 Rebuttal Testimony of Graham Symmonds (Exh. A-25) at 9. 
237 Id at 8 .  ’” Id. 
239 Id. - - - j i b  

- -  - 
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Secharge water, and involve no long term right to withdraw water.240 Applicants state that WUGT 

ind Valencia-Greater Buckeye have subcontract rights associated with CAP water, and in no case 

ivas that water used to create recharge ~redi t s .2~~ Applicants state that through incentive recharge, 

flobal replaced every drop of water pumped by the Utilities with renewable CAP water.242 

Applicants explain that incentive recharge water is available for use only as it is flowing down 

5e  CAP canal, that there is no right to it unless one has paid for it, and that once past, it is gone and 

:annot be accessed.243 Applicants state that the Global Utilities do not have the capacity to acquire 

the incentive recharge water at the temporal instant it is available?* Applicants state that the 

Utilities do not own the recharge facility, do not acquire the water, do not pay to recharge the water, 

Ilu not administer the recharge project, and have not paid to have their groundwater pumping nullified 

through recharge, and in no way are financially involved in the long term storage credits 

msaction. 245 

Applicants are opposed to StafFs recommendation because while it would not immediately 

impact rate base, the recording of a regulatory liability would have an immediate impact on the 

Utilities’ balance sheets, as well as a hture impact on rate base.246 In addition, Applicants assert that 

the recommendation has not been explained in sufficient detail for Applicants to be able to comply 

with it, such as how to calculate “net sales proceeds,” or which Utilities should record the liabilities 

or how the net sale proceeds should be allocated between the Utilities.247 In regard to the reporting 

requirements, Applicants assert that they would make no sense because Global Parent and West 

Maricopa Combine sold the Hassayampa Recharge Facility effective November 30,2009, at a loss of 

$5,856,764.248 

c. Conclusion 

It is clear is that the relationship between Global Parent’s rights, benefits and obligations 

240 Id. at 9. 
24’ Id. 
242 Id. 
243 Id at 10. 
i44 Id. 
242 Idat 10-1 1 .  
246 Co. Br. at 57. 
247 Id. 
248 Id. at 58, citing to Rejoinder Testimony of Company witness Graham Symrnonds (Exh. A-27) at 9-10. - - - -A _. a 
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rssociated with the ownership, operation and sale of the Hassayampa Recharge Facility and the 

:xpenses that the Utilities may incur as a result of membership in the CAGRD requires further 

:xploration prior to Commission approval of Global Utilities’ recovery of yet-to-be-incurred CAGRD 

:xpenses. After considering Applicants’ response to S t a r s  conclusions stemming from its 

nvestigation of the sale of -long term storage credits, we do not find it necessary at this time to adopt 

3af€’s recommendations. 

Under the facts of this case, we also do not believe it is in the public interest to approve a 

2AGRD adjustor mechanism for the Utilities involved in this rate application at this time. Instead, 

.he CAGRD fee expense recovery issue should be addressed, as RUCO recommends, in a subsequent 

-ate case filing after Applicants have enrolled ia the CAGRD program and are paying fees. At that 

.ime, actual costs would be known, and the relationship between Global Parent’s water storage 

lenefits and CAGRD fees paid by the Utilities can be better explored. 

2. MOU ODeratinalLicensing Agreements Fees 

Global Parent entered ,into Memoranda of Understanding (“MOU”) with the City of 

Maricopa, the City of Casa Grande, and the City of El0y.2~’ Applicants request approval of the pass 

through of some of the expenses incurred pursuant to the MOUs.2’’ Pursuant to the MOUs, Global 

Parent makes two types of payments, one based on a set amount for each new hook-up, and the 

second based on revenues.25t Applicants are not requesting any rate recovery of the payments it 

makes based on new h0ok-ups.2~~ The second fee is a “franchise-like” fee .specifically linked to the 

MOU that allows the Global Utilities to use the public rights of way.253 Applicants assert that 

because the fee is based on gross revenues, it is like sales taxes, and it is therefore appropriate for 

recovery via a pass through mechani~rn?’~ Applicants state that Global Parent entered into these 

MOUs in good faith to obtain the numerous benefits to its customers that they provide, recognizing 

that the municipalities would be entitled to h c h i s e  fees upon their demand for a franchise 

249 Direct Testimony of Company witness Trevor Hill (Exh. A-7) at 24 and Hill-7, HilI-8, and Hill-9. 
Id at 25. 

iSi id. 

IS? 
252 Co. Br. at 55.  

254 id. - - - +  --- 
- -  
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1greement.2~~ Applicants state that the Maricopa and Casa Grande City Councils voted to approve 

the MOUs, and have not chosen to pursue franchise elections at this time.256 

Staff recommends denial of the requested pass through because the fees are not in fact 

Franchise fees."' Staff states that they have not been voted on by the public?58 Staff contends that 

permitting such fees to be recovered via a pass through mechanism risks allowing the municipality to 

place its expenses into utility rates, and that it would discourage complete disclosure of costs on 

ratepayers' utility bills.259 

RUCO recommends that Applicants be allowed to recover only franchise fees through an 

increase in operating expensesF6' RUCO recommends that any portion of the franchise fees 

negotiated through the MOU agreements that are not associated with services typically included in a 

municipal franchise fee not be recovered in rates.z6' RUCO is concerned with the potential for over- 

recovery if a pass-through is allowed?62 RUCO recommends that recovery be limited to three 

percent of operating revenues, and that a direct pass through to ratepayers not be allowed, in order to 

ensure that Applicants will recover only Eranchise fee expenses.263 RUCO further recommends that 

the fees be subject to review in the next rate case to ensure that only costs associated with franchise 

fees q e  recovered.264 

Applicants argue that while the fees are not being collected pursuant to a franchise election, 

elected representatives made the decision to enter into the MOUS.'~~ Applicants request that if pass 

through treatment is denied, that they be allowed recovery through rates as recommended by 

RUCQ.'66 RUCO's recommendations are reasonable and will be adopted. 

... 

155 Id at 56. 

257 Staff Br. at 32, citing to Tr. at 876. 
258 staff Br. at 35. 
259 Id. 
260 RUCO Br. at 8, citing to Direct Testimony of William Rigsby (Exh. R-4) at 16-1 8. 
26' Id. citing to Direct Testimony of William Rigsby (Exh. R-4) at 14. 
2b2 Id. citing to Direct Testimony of William Rigsby (Exh. R-4) at 16-17. 
263 Id. citing to Direct Testimony of William Rigsby (Exh. R-4) at 16-18; RUCO Reply Br. at 8.  

'65 Co. Br. at 55. 
26b Id at 56. 

RUCO Br. at 8, citing to Direct Testimony of William Rigsby (Exh. R-4) at 15- 18. 

RUCO Br. at 8; citing to Direct Testimony of William Rigsby (Exh. R-4) at 16-1 8. 

- - e  - - -  - 
. _ _ _  
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3. Distributed Energy Recoverv Tariff 

Applicants request approval of a Distributed Energy Recovery Tariff to provide financing for 

:onstructing renewable energy facilities at its wastewater facilities.267 The methodology would be 

;imilar to that of the Arsenic Cost Recovery Mechanism (“ACRM”) approved for water utilities in 

Secent years.268 Under the proposed tariff, the Global Utility would construct the plant, and &er 

:onstruction of the renewable energy plant is completed, the Utility would file an application 

letailing the cost of the plant, the technical specifications of the plant’s operational characteristics 

ind capacities, and its related expenses.’69 Through the application, the Utility would request 

-ecovery of a return on the plant, depreciation expense and related expenses, after which a renewable 

:nergy surcharge would be imposed, consisting of a monthly minimum and commodity charge 

:ornp~nent.*~~ Applicants propose that only projects that utilize technologies that qualify as 

.enewable under the Commission’s REST d e s  be allowed recovery under its proposed tariff.27’ In 

:onjunction with providing the Utility with accelerated recovery of the cost of installing the facilities, 

4pplicants propose that customers be provided a credit associated with the Utility’s decreased 

m-chased power expen~e.”~ The credit would be deducted from the return and expenses passed 

through the tariffs monthly minimum and commodity ~harges .2~~ 

Global is currently working to develop a project installing photovoltaic panels in the setback 

area of the Palo Verde Campus 1 Water Reclamation Fa~iI i ty .2~~ The initial phase of the facility is 

anticipated to be a $1.5 million to $2.0 million installation capable of providing 750 kW to 1 MW of 

solar power, which represents a production of over 1,500,000 kWh of power annually, and 

approximately 25 percent of the current annual power consumption of the Water Reclamation 

Maricopa, RUCO, and Staff all oppose approval of the proposed tariff. Staff recommends 

267 Direct Testimony of Company witness Jamie Moe (Exh. A-21) at 10. 
“*Idat 10-11. 
269 Id at 1 1 .  
’”Id. 

Id. 
272 Id. 
i73 Id at 12. 
2741dat 13. 
275 Id. 
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that the Commission determine the treatmen. of the costs of installed and operating distributed 

renewable energy assets during a rate case instead of through Applicants' proposed ACRM-like 

surcharge mechanism.276 Staff states that because Applicants have no requirement to implement 

renewable generation, they should undertake the implementation of distributed renewable generation 

in the same manner as for any other plant addition.277 Staff contends that it would be inappropriate 

for Applicants to be authorized to utilize a mechanism that would shield it from the risk of 

implementing renewable generati0n.2~' Staff responds to Applicants' concerns regarding Stafl's 

different position in the recent APS rate case settlement by stating that the issues in this case are very 

different, and that under Global Utilities' proposal here, all the costs and risks of the distributed 

energy plant would be transferred from the utility to the customers?79 Staff asserts that because 

Applicants are not required to generate renewable energy, and because many of its customers are 

already paying APS, or will soon be paying ED3, a REST adjustor in their monthly electric bill, 

Applicants' customers should not be required to pay an additional renewable energy adjustor to their 

water provider as 

In addition, Staff does not believe that Applicants have adequately demonstrated that the 

proposed renewable energy generation will result in actual savings to ratepayers?8* According to 

Staffs analysis of the example provided in Applicants' testimony, it would take 33 years of 

ratepayers paying a return on and return of the $2.0 million investment before the savings on the 

Utilities' electric bill would exceed the size of the investment?82 

RUCO also recommends denial?" RUCO states that while it does not oppose the use of plant 

additions that employ renewable resources such as s o h ,  or the recovery of their reasonable and 

prudent costs, RUCO opposes such recovery through the use of an adjustor mechanism.284 RUCO 

argues that if approved, the adjustor mechanism would only consider cost increases in one category 

276 Surrebuttal Testimony of Linda Jaress (Exh. S- 1 1)  at 10. 
277 Staff Br. at 1 1 .  
27B /d. at 12. 
279 Surrebuttal Testimony ofLinda Jaress (EA. S-11) at 10. 
"O Staff Br. at 40. '" Id. at 41. 
"* Id. ,  citing to Direct Testimony of Staff witness Linda Jaress (Exh. S-10) at 40-41. 
283 RUCO Br. at 13. 
284 Id. at 9, citing to Direct Testimony of William Rigsby (E&. R-4) at 5. 
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)f expenses and would ignore c--anges in re~enues.2~’ RUCO asserts that it has not been shown that 

he plant costs associated with solar technology are not normal plant expenditures or that they are 

rolatile such that they would justify the extraordinary ratemaking treatment of an adjustor 

nechanism.286 

Maricopa states that while it encourages and supports the use and implementation of 

enewable energy by all utilities providing services to its residents, it concurs with RUCO and Staff 

hat the proposed tariff is not a responsible mechanism for recovery of the associated costs, and 

tsserts that recovery of such costs should instead be addressed in a regular rate case.287 Makopa 

:tates that it agrees with RUCO’s reasoning regarding the lack of necessity for employing an ACRM- 

ike adjustor %as a means of recovering such costs, and that it agrees with Staff that Staffs position in 

he recent APS Settlement does not provide support for G!obal Utilities’ proposed tariff?B8 

AppIicants respond that Global cannot pursue renewable projects through the traditional rate 

irocess, as recommended by the parties opposing the tariff?*’ Applicants argue that not all adjustors 

mplemented are approved to meet government mandated standards or when an expense is bath large 

md highly variable, and provides as examples APS’s DSM adjustor, and adjustors for water utility 

ow-income tariffs.290 Applicants state that while adjustors should not be approved haphazardly or 

“or every expense, adjustors that support policy objectives such as renewable energy or support for 

ow income customers are particularly appropriate. 29 1 

We applaud Applicants’ initiatives in conservation and environmental stewardship. We also 

igree that in some Gases, adjustors that support policy objectives are appropriate. However, the 

proposed pIant additions not only are not required to meet government mandated standards, but they 

are also not essential to the provision of utility service by Applicants, and would come at the expense 

of increased costs to customers at a time when some customers are already finding it difficult to meet 

285 Id. at 9. 
286 RUCO Br. at 13. 

288 1d;citing to Direct Testimony of William Rigsby (Exh. R-4) at 6. 7-9, 10; and citing to Surrebuttal Testimony of 
Linda Jaress ( E d .  S-1 1) at IO. **’ Co. Reply Br. at 5, citing to Rebuttal Testimony of Company witness Trevor Hill (Exh. A-8) at 5 .  

29i Id. at 6.  

Maricopa Br. at 17-18. 18f 

Co. Br. at 4. 
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heir household expenses. We find that in today's economic climate, the benefits of the proposed 

idjustor do not outweigh the costs to customers, which costs include having them bear the risk of 

ipplicants' plant investments. The proposed adjustor will therefore not be approved. 

4. Propem Tax Expense Adiustor Mechanism 

Applicants believe that property tax expense, which is not within their control, will become 

Between 2006 and 2008, Santa Cruz's property tax 292 ' ncreasingly volatile in the near future. 

:xpense increased from $106,204 to $423,523, or 298%?93 Applicants originally requested a pass 

hrough mechanism, but in rebuttal testimony, requested an adjustor mechanism instead?94 

Staff believes that both the pass-through mechanism as Applicants originally proposed, and 

he adjustor mechanism would be inappropriate and unnecessary.295 Maricopa concurs with Staff, 

ind states that it wishes to clarify that the Company's reference to a fluctuation in the construction 

;ales tax rate is misleading because the construction sales tax neither relates to nor has any effect 

ipon property taxes.296 RUCO is also in agreement with Staff that an adjustor mechanism is not an 

ippropriate method of recovery €or such a routine expense as property tax.297 

Staff and RUCO both recommend a property tax adjustment to operating income instead.298 

?or the same reasons that it argues against approval of the proposed distributed renewable energy 

miff, RUCO recommends denial of the proposed property tax adjustor?99 Staff asserts that pass 

hrough mechanisms are used for items that are known and measurable, easily calculated, or based 

mly on a single factor, such as  sales or revenue, and that Applicants' property taxes do not satisfy 

his criteria as the revenue input is an estimate?Go Staff explains that property tax expense is clearly 

not known and measurable, because the gross revenue is only one variable in the property tax 

expense calc~lation.~~' Staff also argues that an adjustor mechanism would also be- inappropriate, 

292 Id. at 53. 
293 Co. Final Schedule Santa Cruz E-2. 
29A Ca. Br. at 53, citing to Rebuttal Testimony of Company witness Jamie Moe (Exh. A-22) at 8. 
295 Staff Br. at 5. 

Maricopa Br. at 18. 
297 RUCO Reply Br. at 9. 
238Dire~t Testimony of Staff witness Crystal Brown (Exh. S-6) at 25; Surrebuttal Testimony of Staff witness Crystal 
Brown (Exh. S-7) at 10; RUCO Reply Br. at P. 
299 RUCO Reply Br. at 9. 
'00 Staff Br. at 5, citing to Direct Testimony of Staff witness Crystal Brown (Exh. S-6) at 25-26. 
30' Id. 

296 
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Test Year 
Revenues 

because Applicants’ property tax expenses do not meet the criteria of constituting a highly volatile 

expense, because they are not fluctuating to a degree that would be considered volatile.302 Staff also 

argues that Applicants’ property tax expenses, which according to Applicants, range from 2.7 percent 

to 6:4 percent of operating expenses, do not constitute a significantly large percentage of total 

Dperating expenses to merit an adjustor 

The evidence presented demonstrates an increase in property tax expense, but not volatility. 

Neither a pass through nor an adjustor mechanism are appropriate methods for recovery for such a 

routine expense as property tax, and neither will be authorized at this time. We will instead authorize 

property tax expense recovery in the usual forward looking manner for Applicants in this proceeding. 

If property taxes become volatile as predicted by Applicants, they can present evidence of volatility 

Ln a future rate proceeding and renew their request. 

$6,643,8 13 

D. Operating Income Summary 

Adjusted 
Test Year 
Operating 
Expenses 
Adjusted 
Test Year 
Operating 
Income 

V. 

. $6,128,842 

$514,971 

Palo Verde 

Palo Verde 
Applicants I RUCO Staff 

8.34% I 8.03% 8.30% 

COST OF CAPITAL 

The parties’ rate of return recommendations based on their weighted average cost of capital 

302 Id,  citing to Direct Testimony of Staff witness Cystal Brown (EA. S-6) at 26. 
‘03 Id. - - - e % = =  - ”_ 

- -  
- -  I 
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8.65% (8.03% Operating Margin) (1 0.0% Operating Margin) 
8.65% 8.03% 8.70% 

N;A NIA 
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PaIo Verde 
Valencia- Greater Buckeye 
Willow Valley 
Santa Cruz 
WUGT 
Vdencia-Town 

6 Applicants RUCO Staff 
% DebtEquity % DebtEquity % DebtEquity 
45.30 154.70 37.89 / 62.1 1 45.30 154.70 
37.89 I 62.1 I 37.89 .J 62.1 1 54.90 145.10 
37.89 f 62.1 1 37.89 I 62.1 1 40.00 160.00 
43.90 / 56.10 37.89 / 62.1 1 43.90 /56.10 
37.89 / 62.1 I NIA NIA 
37.89 162.1 1 37.89 /62.11 40.00 160.00 
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A. Capital Structure 

2. Discussion 

Palo Verde and Santa Cruz have 100 percent equity on their books, but for purposes of this 

ate case, Applicants have agreed to impute Industrial Development Authority of Pima County tax- 

iee bond debt issued by Global Parent C‘IDA Bonds”) to those utilities, as the IDA Bond proceeds 

were used to fund projects for Palo Verde and Santa C r ~ z . ~ ’ ~  For the remaining utilities, Applicants 

xiginally proposed their actual capital structures, but now accept RUCO’s proposed hypothetical 

:spital structure as a compromise.3°5 

RUCO’s capital structure recommendation is a composite based on the combined amounts of 

ong term debt and common equity of each of the six utilities/divisions?06 RUCO states that its 

,ecommended capital structure produces a lower weighted cost of common equity which is consistent 

vith the lower risk that the Global Utilities face when compared to the more leveraged companies 

ised in RUCO’s proxy.3o7 RUCO further states that its composite capital structure recommendation 

s close to the 40 percent debt/60 percent equity capital structure the Commission has stated is in line 

From 2006 through 2008 Global Parent acquired a total of $1 15, 180,000 in IDA Bands. The IDA Bonds were issued 
n three series: 2006, 2007, and 2008. At the time of issuance for each series, Global Parent idtntified specific capital 
Lxpansion and improvements to Santa Cruz’s water system and Palo Verde’s wastewater and recycled water systems. 
Iirect Testimony of Company witness Matthew Rowell (Exh. A-12) at 23, Attachment MJR-3. 
O5 Rebuttal Testimony ofcompany witness Matthew Rowell (Exh. A-13) at 40. 
O6 RUCO Br. at 18. 
O7 Id, citing to Direct Cost of Capital Testimony of RUCO witness William Rigsby (EA. R-6) at 5 I .  

04 
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with the industry a~erage.~" 

Staffs recommended capital structures for Palo Verde and Santa Cruz are based on 

Applicants' proposed capital structures for those ~tilities.3~' For Willow Valley and Valencia Town, 

Staff proposed hypothetical capital structures of 40 percent debt/60 percent equity in lieu of the actual 

capital structure of 18.7 percent debV83.3 percent equity for Willow Valley, and 32.8 percent 

debtl67.2 percent equity for Valencia-Town originally proposed by Applicants?1o As a starting point 

for Valencia-Buckeye, Willow Valley and Valencia-Town, Staff removed the amount of the 

acquisition adjustments paid for those utilities, which brought the capital structures down to 54.9 

percent debd45.1 percent equity for Valencia-Buckeye, 23.3 percent debu'76.7 percent equity for 

Willow Valley and 32.8. percent debtf67.2 percent equity for Vdencia T o ~ m . ~ "  Because the 

resulting structures for Willow Valley and Valencia Town would still be weighted heavily toward 

equity, Staff instead recommends a 40 percent debt/60 percent equity structure for them.312 Staff 

believes the hypothetical capital structures are necessary to protect Willow Valley and Valencia- 

Town ratepayers from inefficient capital structures, and Staff chose 40 percent debt/60 percent equity 

as a hypothetical structure because 60 percent is the maximum level of equity Staff considers 

reasonable for a for-profit water utility with access to the capital rnarket~?'~ Staff recommends the 

54.9 percent debU45.1 percent equity capital structure for Valencia-Buckeye, as it does not exceed 

Staff's 

Applicants disagree with Staffs proposed hypothetical 40 percent debV60 percent equity 

capital structures for Willow Valley and Valencia-T~wn.~" Applicants contend that there is no firm 

60 percent cap on equity ratios, and state that the Commission has approved 100 percent equity 

ratios. Applicants argue that their acceptance of RUCO's composite 37.89 percent debti62.11 

percent equity capital structure for Willow Valley and Valencia-Town brings .them very dose to 

3MI Id. at 19. 
jog Direct Testimony of Staff witness Linda Jaress (EA. S-10) at 26-28. 
310 Id. 
311 Id at 27-28. '' Id at 26-28. 

Id. 
3'4 Id. at 28. 
315 Co. - Reply Br. at 24. 
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~~~ 

54.90 f 45.10 
40.00 / 60.00 

; t a p s  recommendation?’6 

smta cruz 
WUGT 
Valencia - Town 

Staff argues that the capital structure proposed by RUCO and agreed to by Applicants should 

)e rejected in favor of Staffs  recommendation^?'^ Staff points out that RUCO developed its 

:omposite capital structure prior to RUCO’s decision to treat the ICF4s as CIAC, and RUCO has 

icknowledged the that the composite capital structure would be different if it had been determined 
9 .  

43.90 / 56.10 
NfA 

40.00 f 60.00 

ifter that de~ision.~’’ 

3. Conclusion 

While we understand the rationale behind RUCO’s “blanket” capitai structure 

hecommendation, we find it more reasonable to use the imputed IDA Bond debt to the Palo Verde 

Applicants 
Palo Verde 6.34% 
Valencia - Greater Buckeye 6.44% 

Santa Cruz 6.57% 
Willow Valley 6.44% 

WUGT I 6.44% 

md Santa Cruz capital structures as proposed by Applicants and accepted by Staff. Global Utilities’ 

mposal to apply RUCO’s composite to the remaining utilities/divisions would provide a less 

RUCO Staff 
6 -44% 6.3% 
6.44% 6.6% 
6.44% 5.5% 
6.44% 6.6% 
NfA N/A 

ealistic altemative than that proposed by Staff, as the composite would only be applied to two of the 

itilities upon which it is based. Of the three proposals, we therefore find Staffs to be the more 

,easonable, in that it more closely reflects the actual capital structures of each utility while still 

irotecting ratepayers from capital structures that exceed a reasonable equity ratio, We therefore 

idopt the following capital structures to be used in determining the rate of return for Global Utilities: 

I PaloVerde I 45.30 / 54.70 I 

B. . Cost of Debt 

l8 Id., citing to Tr. at 593. - _ .  
- .  t .- 
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Valencia - Town 6.44% 6.44% 6.7% 

2. Discussion 

For Palo Verde and Santa Cruz, Applicants propose using the actual weighted interest cost 

Lssociated with the imputed IDA bonds as the cost of cfebt.3'9 For the other utilities/divisions, 

Ipplicants are accepting RUCO's composite cost of debt as a compromise.320 

RUCO reached its proposed 6.44 percent "blanket" cost of debt by CaIcuIating a weighted 

iverage of Applicants' proposed cost of debt using the projected dollar amounts of long-term debt for 

:ach of the six utilitiesldivisi~ns.~~~ RUCO states that using the weighted average of the six 

itilitiesldivisions provides a result in line with the industry average.322 

Staff's recommendation bases cost of debt on the actual costs of debt of each individual 

Itility/division, as Applicants originally pr0posed.3~~ Staff states that its method of setting debt cost 

ecognizes the specific financing and cost of financing, thus reducing cross-utility sub~idization.~~~ 

3. Conclusion 

We find Staff's cost of debt recommendation to be the more reasonable of the 

ecommendations presented, because it recognizes the specific financing and cost of financing for 

:ach utilityldivision. For purposes of this rate case, we therefore adopt the following 
Palo Verde 6.34% 
Valencia-Greater Buckeye 6.60% 
Willow Valley 5.50% 
santa Cruz 6.57% 

Valencia-Town 6.70% 
. W G T  NIA 

costs of debt: 

C. Cost of Equity 

1. Parties' Cost of Equity Recommendations 

Unlike the cost of debt, which can be based on actual costs, Applicants' cost of equity must be 

&mated. Applicants propose a 10 percent return on the cost of common equity, based on Staffs 

Global Br. at 35, citing to Direct Testimony of Company witness Matthew Rowell (Exh. A-12) at 30. 
Rebuttal Testimony ofcompany witness Matthew Rowell (Exh. A-13) at 40. 320 

"' RUCO Br. at 19-20, citing to Direct Cost of Capital Testimony of RUCO witness William Rigsby (Exh. R-6) at 52. 
'22 RUCO Br. at 20. 

Staff Br. at 10, citing to Surrebuttal Testimony of-Staff witness Linda Jaress (Exh. S-11) at 22. 
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sost of equity recommendation in Docket No. W-01303A-08-0227 et a]. as presented in the January 

12,2009 Direct Testimony of Staff witness David Parcell in Commission Docket No. W-Ol303A-08- 

0227 et aL3” Staff recommends adoption of Applicants‘ proposed 10 percent cost of equity for this 

case. RUCO’s cost of equity recommendation of 9.0 percent, based on the cost of equity analysis 

performed by its witness William Rigsby. 

326 

2. Discussion 

Applicants state that their 10 percent cost of equity proposal is consistent with Staffs cost of 

equity recommendation in Docket No. W-01303A-08-0227 et al., with more recent Staff cost of 

equity recommendations, and with the Commission’s Decision No. 71308 (October 21, 2009) in the 

most recent rate case for Chaparral City Water Company, Inc.327 Applicants state that they proposed 

this cost of equity to reduce the issues in dispute, and thus reduce the expense for all parties involved 

in the case.’28 

Staff’s witness states that Staff recently conducted a cost of equity analysis based on a sample 

of six water utilities and filed its related cost of capital testimony on September 21, 2009, in 

Commission Docket No. SW-02361A-08-0609 for Black Mountain Sewer Corporation (“Black 

Mountain”).329 Staff asserts that although differences in circumstances between utilities can cause 

differing results in the specific estimated equity costs for each utility, the fundamental analysis is 

essentially the same, and Staff‘s cost of equity analysis in the Black Mountain case used the same 

methodology Staff would have used if it had performed an analysis in this Staffs witness 

testified that the underlying analysis from the Black Mountain case can reasonably be applied to this 

324 Id. 
325 Co. Br. at 36, citing to Exh. A-16. 
326 Direct Testimony of Staff witness Linda Jaress (Exh. S-10) at 29. ”’ Co. Br. at 36, citing to Exh. A-17, September 21, 2009 Direcr Testimony of Staff witness Juan Manrique in 
Cornmission Docket No. SW-02361A-08-0609 (Black Mountain Sewer Corporation); and citing to Exh. A-18, June 12, 
2009 Direct Testimony of Staff witness David Parcell in Commission Docket No. W-01445A-08-0440 (Arizona Water 
Company). 

329 Direct Testimony of Staff witness Linda Jaress (Exh. S-10) at 29. 
j30 Id; Staff Br. at I 1, citing to Tr. at 757. 

Co. Br. at 36. 328 

- - -  - - - -  
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cause that analysis is current and is based on a sample of water ~tilities.3~’ S t a f f s  cost of 

quity estimates for the sample companies ranged from 9.8 percent for the capital asset pricing model 

“CAPM) to 10.7 percent for the discounted cash flow method (‘cDCF’’).332 Staff‘s witness testified 

hat since Applicants’ proposed 10.0 percent return on equity is within Staffs recent estimated cost 

If equity range and because Staff supports Applicants’ efforts to reduce unnecessary activities and 

,osts, Staff recommends adoption of Applicants’ proposed IO percent cost of equity for this case.333 

1s further support for its recommendation, Staff states that Decision No. 71308 recently adopted a 

P.9 percent cost of In response to questioning from RUCO as to whether the economy is a 

actor to be considered in a cost of equity analysis, Staffs witness testified in the affirmative, and 

,tated that the current state of the economy was considered in the recent Commission discussions and 

ecent staff testimony.33s 

RUCO initially recommended a cost of equity of S.01 percent, which Mr. Rigsby reached by 

aking the mean average of its DCF and CAPM e~timates.3~~ Mr. Rigsby’s analysis was based on 

;ample water and natural gas distribution ~ompanies.3~~ Based on RUCO’s opinion that the financial 

narkets are improving, RUCO increased its recommended cost of equity capital fkom 8.01 percent to 

).OO percent.338 At the hearing, Mr. Rigsby explained that he revised his 8.01 percent 

.ecommendation upward based on the recommendation he w g  making in testimony in another rate 

:ase pending before the Co~nrnission.~~~ 

RUCO is critical of the fact that Applicants and Staff based their cost of equity 

recommendation on analysis performed in prior rate cases, going so far as to state that “neither Staff 

nor the Company’s recommendation is supported by substantial evidence . . . based on the record in 

this~ase.”~~’ In response to RUCO’s criticism that it did not perform a cost of equity analysis 

331 Direct Testimony of Staffwitness Linda Jaress (EA. S-10) at 29; see Exh, A-17 at 13. ’‘* EA, A-I 7 at 34. 
n3 Direct Testimony of Staff witness Linda Jaress (Exh. S-10) at 29. 
334 Id. at 30. 

33b RUCO Br. at 20, citing to Direct Testimony of RUCO witness William Rigsby on Cost of Capital (Exh. R-6) at 7. 
337 Direct Testimony of RUCO witness William Rigsby on Cost ofcapital (Exh. R-6) at 17-22. 
338 RUCO Br. at 2 1. 
339 Tr. at 588. 
340 RUCO Br. at 22-25; RUCO Reply Br. at 11-12. 

Tr. at 759. 
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jpecifically for this case in reaching its recommendation, Staff pointed out that RUCO’s cost of 

zquity analysis in this case is also based on RUCO’s cost of equity analysis it conducted in recent rate 

~ a s e s . ~ ~ ’  RUCO disagrees with Staff that a similarity exists between Mr. Rigsby’s consideration of 

his analysis in one case to revise his cost of equity estimate in another case, and what RUCO terms 

Staffs and Applicants’ “lack of analysis” in this case.342 

Applicants contend that the Staff testimony entered into the record in this proceeding provides 

solid evidentiary support for adoption of a 10 percent cost of Applicants also point out that 

the differences cited by RUCO between those cases and this case, such as differing operating 

zxpenses, operating revenues, rate bases, parent companies, and total water management, were not 

relied on by RUCO’s cost of equity witness in his testimony.344 Applicants state that RUCO is also 

recommending the same cost of equity for each of the Utilities, despite the fact that each has differing 

3perating expenses, operating revenues, and rate ba~es.3~’ 

We find that the evidence presented by RUCO as a basis for its cost of equity 

recommendation constitutes substantial evidence in support of its cost of equity recommendation, 

We fiirther find that the evidence presented by the Company as a basis for its cost of equity 

re~ommendation,3~~ contrary to RUCO’s assertion, constitutes evidence that is no less substantial in 

support of its recommendation and of Staff‘s acceptance thereof. The methodologies on which each 

of the parties relied in making their cost of equity recommendations are clearly set forth in the 

hearing exhibits. Based on a consideration of all the evidence presented in this proceeding, we find 

a cost of common equity of 9.0 percent to be reasonable in this case. This level of return on equity 

reasonably and fairly balances the needs of Applicants and their ratepayers, is reflective of current 

market conditions, and results in the setting of just and reasonable rates. 

‘‘’ Staff Br. at 11. citing to Tr. at 587-589. 
242 RUCO Reply Br. at 12, citing to Tr. at 588. 
343 Co. Reply Br. at 24, citing to Exh. A-16. January 12, 2009 Direct Testimony of Staff witness David Parcel1 in 
Commission Docket No. W-01303A-08-0227 et al.; Exh. A-17, September 21, 2009 Direct Testimony of Staff witness 
Juan Manrique in Commission Docket No. SW-02361A-08-0609 (Black Mountain Sewer Corporation); and citing to 
Exh. A-18, June 12, 2009 D u s t  Testimony of Staff witness David Parcel1 in Commission Docket No. W-01445A-08- 
0440 (Arizona Water Compky). 
344 Co. Reply Br. at 24-25, citing to Direct Testimony of RUCO witness William Rigsby on Cost of Capital and 
Surrebuttal Testimony of RUCO witness William Rigsby (Exhs. R-6 and R-7). 

Co. Br. at 25. 345 

146 Exhs. A-16, A-17, A-18, and A-19. 
- -e!??=- 
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22 
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54.90% 6.60% 3.62% 
45.10% 9.00% 4.06% - 
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Weighted Average 

D. Cost of Capital Summary 

Palo Verde 

.. Cost of Capital 

I 

7.68%d 

1 Percentage 1 Cost I W E r d  I 

Debt 
Common Equity 

Weiph ted AveraEe 
Cost of Capital 

Percentage Cost Weighted 

40.00% 5.50% 2.20% 
60.00% 9.00% 5.40% 

cost 

7.60% 

Debt 
Common Equity 

Valencia-Greater Buckeve 
i Percentage I Cost Weighted 1 

cost 
43.90% 6.57% 2.88% 
56.10% 9.00% 5.05% 

I 

Webhted Average 
Cost of Capital 7.93% 

santa CrUZ 

I Percentage I Cost I Weighted 

E. WUGT Operating Margin 

Due to the negative rate base that has resulted from the contribution of developer h d s  to 
- - - - .  
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WGT, there is insufficient investment upon which to grant WUGT a return. Staff recommends an 

lperating margin of 10 percent for WUGT. Global Utilities states that if the CIAC imputation for 

W G T  as recommended by Staff and RUCO is accepted, it agrees with the use of Staffs 

.ecommended operating margin of 10 percent.347 RUCO recommends an operating margin of 8.03 

)ercent, which is the same as RUCO’s cost of capital recommendation for the cther five 

itilities/districts. 

Authorizing an operating margin for WUGT presents a regulatory challenge, as any part of an 

Iperating margin that is not used to cover legitimate utility expenses would accrue to the utility as 

ncome. Allowing a utility to collect an operating margin in rates has the potential to allow the utility 

o accrue a net income similar to the return earned by a utility that has made an investment in plant. 

n other words, authorizing an operating margin when there is no rate base investment has the 

)otential of allowing the utility to realize a profit without making any investment, creating a windfall 

For the utility, without the utility having put any capital at risk. 

We do not wish to reward WUGT for having a negative rate base. However, neither do we 

wish to risk placing its customers in the position of being served by a utility that is unable to meet its 

legitimate operating expenses. Therefore, in order to protect WUGT’s customers, we will authorize 

m operating margin that will allow WUGT to meet its legitimate operating expenses while it works 

:o build its equity investment. The issue of whether an operating margin remains suitable, and 

whether the size of the operating margin is appropriate, will be re-evaluated in WVGT’s next rate 

filing if it still has a negative rate base such that authorizing an operating margin in lieu of a rate of 

return calculation would be necessary in order to prevent operating losses. 

In keeping with the basis for RUCO’s Operating margin recommendation, we find it 

reasonable to provide WUGT with an operating margin equivalent to the average of the rates of 

return granted to the other utilitieddivisions in this proceeding, or 7.82 percent. 

VI. REVENUE REQUIREMENT 

A. Summary 

- - ’  -- - _ .  
347 Co. Br. at 36. 

_ .  . 
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Based on the discussion herein, revenue increases for each of the utilities/divisions are 

mthorized as follows: 

Palo Verde 

Based on our findings herein, we determine that Palo Verde’s gross revenue should increase 

~y $6,063,392, or 91.26 percent. 

Fair Value Rate Base 
Adjusted Operating Income 
Required Fair Value Rate of Return 
Required Operating Income 
Operating Income Deficiency 
Gross Revenue Conversion Factor 
Gross Revenue Increase 

$53,3 14,083 
514,972 

7.80% 
4,158,498 
3,643,528 

1.66415 
$6,063,392 

Valencia-Greater Buckeye 

Based on our findings herein, we determine that Valencia-Greater Buckeye’s gross revenue 

;hould increase by $77,259, or 20.31 percent. 

Fair Value Rate Base $929,057 
Adjusted Operating Income 24,609 
Required Fair Value Rate of Return 7.68% 
Required Operating Income 71,352 
Operating income Deficiency 46,742 
Gross Revenue Conversion Factor 1.65286 
Gross Revenue Increase $77,259 

Willow Valley 

Based on our findings herein, we determine that Willow Valley’s gross revenue should 

increase by $428,047, or 90.40 percent. 

Santa Cruz 

Basec 

Fair Value Rate Base 
Adjusted Operating Income 
Required Fair Value Rate of Return 
Required Operating Income 
Operating Income Deficiency 
Gross Revenue Conversion Factor 
Gross Revenue Increase 

on our findings herein, we determine 1 

$2,251,164 
(88,176) 

7.60% 

25 9,2 65 
1.65100 

$428,047 

171,088 . 

iat Santa Cruz‘s gross revenue should increase 

by $1,542,323, or 16.39 percent 
- - - - -  

-ssz.s 
~- - _  
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Fair Value Rate Base 
Adjusted Operating Income 
Required Fair Value Rate of Return 
Required Operating Income 
Operating Income Deficiency 
Gross Revenue Conversion Factor 
Gross Revenue Increase 

$39,155,692 
2,178,255 

7.93% 
3,105,046 

926,791 
1.6641 5 

$ 1,542,323 

WUGT 
t 

The adjusted test year operating income for WUGT was $33:121. A 7.82 percent operating 

I margin results in operating income of $18,379. Based on our findings herein, we determine that the 

WUGT’s gross revenue should decrease by $24,283, or 9.36 percent. 

Fair Value Rate Base ($3,186,150) 
Adjusted Operating Income 33,121 
Operating Margin 7.82% 
Required Operating Margin 18,379 
Operating Income Deficiency ($14,742) 
Gross Revenue Conversion Factor 1.64724 
Gross Revenue Increase ($24,2 83) 

Valencia-Town 

Based on our findings herein, we determine that Valehcia-Town’s gross revenue should 

increase by $1,473,012, or 48.49 percent. 

Fair Value Rate Base $4,240,0 1 8 
Adjusted Operating Income ($548,346) 

8.08% 
Required Operating Income 342,593 
Operating Income Deficiency 890,939 
Gross Revenue Conversion Factor 1.6932 
Gross Revenue Increase $ 1,473,012 

Required Fair Value Rate of Return 

VII. RATE DESIGN 

A. Water 

Applicants propose a rate design structure it calls “Rebate Threshold Rates” that is based on a 

combination of six volumetric tiers, a volumetric rebate, and an increased monthly minimum 

charge.348 Applicants assert that their proposed rate design meets the three core rate design goals of I 

I I I 

I 
348 Co. Reply Br. at 23; Direct Testimony of Company witness Graham Symmonds at 35-52, - .  . -  - - 
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evenue neutrality, equity and conservation.349 Applicants state that the goal of the proposed rate 

lesign is to provide clear incentives to both the utility and the customer to conserve.35o Applicants 

:$ate that they intend to provide feedback, guidance and support to its customers in their conservation 

:fforts, in the form of: (1) educational materials delivered via its website and monthly bills; (2) 

:ourses on xeriscaping and desert vegetation; (3) instruction on landscape irrigation; and (4) feedback 

in their personal water use. 351 , 

1. Tier Structure 

All parties proposing rate designs proposed inverted tier block rates. Applicants' proposal 

ncludes a six tier rate design. Staff recommends a three tier rate design, but has also provided a four 

ier rate design for consideration. RUCO agrees with the Company-proposed six tier structure.352 

The tier breakpoints for the proposed rate designs are as follows:353 

and RUCO Staff 

0- 1,000 0-3,000 0-2,000 

i,ooo-~,ooo 3,000- 1 o,ooa 2,000-5,000 

5,000-10,000 Over 10,000 5,000-10,000 

10,000-1 8,000 Over 10,000 

18,000-25,000 

Over 25,000 

Applicants assert that the six tier rate design allows for more granularity between tiers than a 

3 tier rate design, which allows customers to manage their own usage to minimize their 

Applicants assert that limiting rate design to three tiers means that the tiers are necessarily broad, 

which limits c~~torners' opportunities to realize true cost savings.355 Global Utilities believes that a 

six tier rate design furnishes the customer with an opportunity to actively manage consumption and 

Direct Testimony of Company witness Graham Symmonds at 36. 
Co. Reply Br. at 23; Direct Testimony of Company witness Graham Symrnonds at 35-52. 
Co. Reply Br, at 23. 

:49 

3-50 

35 t 

352 RUCO Br. at 27; RUCO Reply Br. at 13. 
353 Exh. A-44. 

355 Id. 
Direct Testimony of Company witness Graham Symmonds at 38. z.4 
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.eceive the benefit of the lower rate of a lower tier, giving the customer greater control over his or her 

: o ~ t s . ~ ~ ‘  Applicants are critical of Staffs rate design proposal, stating that in comparison to their 

iroposal, Staffs rate design has lower volumetric charges for higher consumers, and higher 

;olumetric charges for lower consumers, which sends the wrong price signal.357 Applicants argue 

hat under Staff’s rate design proposal, higher tier users have less of a financial incentive to adjust 

heir consumption, and no financial incentive to conserve beyond 10,000 gallons of consumption per 

n011th.3~~ 

Staff states that it does not have a fundamental disagreement with Applicants regarding the 

iumber of tiers it proposes.3sg Staff is concerned, however, with the Customers’ transition to a six tier 

rate design.36o Staff points out that Santa Cruz and Valencia-Town currently have single tier rates, 

md Willow Valley, Valencia-Buckeye and WUGT currently have only two tier rate designs.36i Staff 

:xpresses concern that customer confhsion may result from the implementation of Global Utilities’ 

proposed rate design, and that the confusion may undermine the efficient commodity usage goals that 

inverted tier rate structures exist to promote?62 Staff recommends “a more modest immediate 

conversion to three tiers and would recommend deferring implementation of more tiers until a future 

rate case when the Company’s customers have had an opportunity to educate themselves on how 

inverted muiti-tier rate designs h c t i o n  so they can make efkicient choices.”363 Staff believes that it 

will be difficult for customers to understand how the volumetric rebate (discussed below) and the 

implementation of a multi-tiered rate structure may be combined to secure financial benefits.364 Staff 

states that in the event it is determined that circumstances warrant using more than three tiers, Staff 

ieveloped an alternative four tiered rate structure.365 

While it is true that any change in rate structure may result initially in customer confusion and 

156 Id. “’ Co. Br. at 37. 
j5* Id. 
359 Staff Reply Br. at 15, citing to Tr. at 707. 
360 Staff Reply Br. at 15. 
36’ Id. at 14. 

353 Id. at 15. 
j6’ Id. at 15-16. 
365 Id. 

j62 Id. 

- - -  
_i== 

- - -  
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ryill require customer education, it is not apparent that a more “modest” conversion to first three tiers 

n this case, then later to more tiers in a subsequent case, as recommended by Staff, would result in 

ess overall customer confusion. It is clear, however, that a rate design that gives customers greater 

:ontrol over their costs by allowing them to tailor their water usage, if they so choose, does provide a 

xnefit to customers. The benefits of implementation of a conservation-oriented rate design that will 

;ive customers the ability to control their costs outweigh the negative aspect of initial customer 

:onfksion over the new rate design. We therefore find that implementation of the six tier rate design 

?reposed by Applicants is in the public interest at this time. 

As Staff pointed out, the implementation of a six tier rate design may initially result in 

xstomer confusion. We do not disagree, and believe the issue must be addressed proactively. 

Zllobal Utilities has stated an intent to make customer education a part of its “Rebate Threshold Rate” 

xogram. We will require that the customer notification of the new rates to be implemented as a 

.esult of this Decision include a specific and comprehensive explanation of the new method by which 

he customers’ bills will be calculated, and a means to contact the utility to learn more about how the 

.ate design will affect their specific usage patterns. Global Utilities shall provide adequate training to 

ill its customer service representatives to ensure that customers who make inquiries will receive 

zdequate, timely, and accurate explanation of the effects the new rate design will have on their bills. 

2. Volumetric Rebate Threshold 

As part of its conservation-oriented rate design, Global Utilities proposes a volumetric rebate 

program that establishes a rebate threshold volume for customers’ commodity rates.366 The rebate 

functions by establishing a consumption thre~hold.3~~ Applicants state that it is primarily designed to 

provide a benefit to residential customers, but that if commercial and industrial accounts are able to 

reduce their consumption below the rebate threshold, they would be eligible for the rebate.368 Under 

the proposed mechanism, when a customer achieves a consumption level below the rebate threshold, 

that customer is entitled to receive a reduction in commodity charges.36g Applicants propose a rebate 

’~56 Direct Testimony of Company witness Graham Symmonds (EA. A-24) at 37. 
‘~5’ Staff Br. at 16. 

Direct Testimony of Company witness Graham Symmonds (E&. A-24) at 49. 
369 Id at 37. - 
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threshold at 90 percent of the average residential consumption for the period November 2007 to 

October 2008.370 The amount of the reduction for each utility varies, ranging from 45 percent to 65 

percent.j7' Applicants state that providing customer feedback on the attainment of the rebate 

threshold standard will allow residential ratepayers an opportunity to benefit financially, and thereby 

be more motivated to conserve resources, which will in turn result in the environmental benefit of 

reduced water withdrawals?72 According to Applicants? analysis, as an example, 57.6 percent of 

Santa C w ' s  accounts would currently be eligible for the proposed volumetric rebate.373 

Staff expresses concerns with regard to the rebate mechanism and the potential that this novel 

rate design device could cause the Applicants to substantially either over earn or under Staff 

notes that the Applicants included anticipated payout of rebates in its proposed revenue requirement, 

thereby making it possible for the Applicants to exceed its revenue requirement under certain 

circumstances, such as if customer water usage were to increase due to abnormal weather variations 

thus leading to fewer customers meeting the rebate threshold.375 Staff points out that Applicants 

recognize the risk of possible under recovery of revenues due to success of the rebate mechanism, 

and that this is why the proposed rate design projects the volumetric rebates that Global Utilities 

expect to Staff argues that the need for this additional mechanism demonstrates that the 

rebate is unduly complicated and introduces unnecessary complexity, and should therefore be 

rejected.377 

RUCO states that it supports programs to encourage conservation, but that RUCO believes 

that the six tier rate structure and the increased monthly minimum alone will send a proper price 

signal to conserve water.378 RUCO does not believe that the volumetric rebate proposal would 

encourage conservation, and therefore does not support RUCO asserts that the volumetric 

370 Id. 
371 Id. 
372 Id.  at 46. 
373 ~ d .  at 47. 
374 Staff Br. at 16. 
375 Id.; Surrebuttal Testimony of Staff witness Darak Eaddy (Exh. $9) at 5. 
376 Staff Br. at f 7; Surrebuttal Testimony of Staff witness Darak Eaddy (EA. S-9) at 5. 
377 Staff Br. at E?. 
378 Direct Rate Design Testimony of RUCO witness William Rigsby (Exh. A-5) at 9. 

RUCO Br. at 27; RUCO Reply Br. ~tl 13. 379 

- -  - ~- -- - .  
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ebate proposal is flawed because it would award rebates'to all customers who consume less than the 

nedian amount, whether they have always had usage below the median or not; and also because high 

ise customers who reduce their usage demonstrably, but still have usage exceeding the minimum, 

vould not benefit from the rebate.380 

Applicants acknowledge Staff and RUCO's point that the volumetric rebate program already 

tpplies to customers with usage levels below the threshold. Applicants disagree with the arguments 

,f RUCO and Staff that it provides no conservation incentive to such customers, however, and assert 

hat those customers will be deterred from increasing their usage for fear of losing their rebate.381 

lpplicants assert that the volumetric rebate program offers customers the option of being able to 

nanage their usage to achieve cost reductions.382 Testimony submitted on behalf of Applicants also 

icknowledges RUCO's point that high use customers will not benefit fiom the program.383 Funding 

)f the volumetric rebate program is skewed toward large water consumers, such that "heavier users of 

vater pay more for that Applicants further point out that the incentive needs to be there 

. -  

o encourage conservation options such as internal re-use of water, or for heavy irrigation Customers, 

;witching to more efficient irrigation practices or ~er iscape.~ '~ 

Based on our analysis of the proposed volumetric rebate proposal, and of the arguments 

xesented, we find that the volumetric rebate program as proposed by Applicants can provide a 

tahable conservation incentive and a welcome means for residential customers to limit the impact of 

the necessary revenue increases imposed in this Decision. As we stated in our discussion of the 

unpact on customers of implementation of six tier rates, it is very important that the water Utilities 

provide adequate, timely, and accurate information to customers regarding the specific impact of the 

volumetric rebate program on the way customers' bills are calculated. We will require that the 

customer notification of the new rates to be implemented as a result of this Decision include a 

specific and comprehensive explanation of the new method by which the customers' bills will be 

380 RUCO Reply Br. at 13. 
Co. Reply Br. at 24. 
Co. Br. at 41 

383 Direct Testimony of Company witness Graham Symmonds (Exh. A-24) at SO. 
Id. 

'as Id. 

381 

382 

- - - e  -- - -  
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:alculated, and a means to contact the utility to learn more about how the rate design will affect their 

;pecific usage patterns. We will further require the water Utilities to provide adequate training to a11 

ts customer service representatives to ensure that customers who make inquiries will receive 

idequate, timely, and accurate explanation of the effects the new rate design, including the 

iolumetric rebate threshold, will have on their bills. 

Because the rate design we adopt includes projected revenues required to fimd the volumetric 

-ebates, we will require each water Utility to make quarterly volumetric threshold rebate reports as a 

:ompliance item in this docket. The quarterly filings shall commence on December 15, 2010, and 

;hall continue until rates approved in the Utility’s next rate case are effective. The quarterly 

volumetric threshold rebate report shall indicate, by month, the number of invoices prepared, the 

number of those invoices with consumption below the rebate threshold and thus entitled to the 

volumetric rebate, and the dollar amount of rebates provided to customers on those invoices. 

3. Increased Monthly Minimum CharPe 

Applicants propose moving more recovery of fixed costs into the monthly minimum charge, 

merting that doing so allows a utility to effect meaningful, measurable and repeatable resource 

zonservation without the chance of utility revenue reduction.386 Applicants argue that to achieve 

conservation goals, the cycle of selling more water [to attain increased revenue] must be broken.387 

Applicants assert that the way to do so is to allow for the recovery of fixed utility costs by 

establishing a reasonable apportionment of costs to the monthly minimum and commodity charges, 

with a bias toward the monthly minimum.388 Applicants state that under Staffs rate design, using 

Santa Gruz as an example, a 4.6 percent reduction in consumption would result in an 11 percent 

reduction in revenue, while under Applicants’ model, a 4.58 percent reduction in consumption would 

only result in a 5 percent reduction in re~enue.3~’ Applicants designed. their proposed residential 

monthly minimum charges to generate 50 percent of gross revenues from monthly minimum charges 

for all the water utilities/divisions in this appli~ation.~” 

ja6 Id. at 39. 
31’ id. 

Id. 
389 Co. Br. at 37-38. 
390 Direct Testimony of Company witness Graham Symmonds (EA. A-24) at 4 1,5 1. 

- - - e  - - _ -  - 
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RUCO agrees with the proposed increase in the minimum monthly ~harge.~” 

Staff agrees with Applicants that a movement toward greater recovery through monthly 

ninimums might provide a utility with greater flexibility to offer conservation incentives due to 

ncreased revenue certainty.392 However, Staff also argues that the need to increase the monthly 

ninimums in the manner proposed by Applicants and accepted by RUCO demonstrates that the 

troposal is cumbersome and overly complex, and recommends that Staff’s rate design be adopted 

n ~ t e a d ~ ~ ~  

We find that in conjunction with the six tier rate structure and volumetric rebate threshold 

trogram we adopt herein, the monthly minimum charges should recover 50 percent of the utilities’ 

evenue requirement, as proposed by Applicants and RUCO. This component of the rate design 

mposed by Applicants will be adopted. 

4. Construction Meters 

Applicants propose monthly minimum charges for construction meters in addition to 

:ommodity charges. Applicants assert that the fixed monthly minimum charge goes toward utility 

:osts in providing system capacity for the construction meters394 Staff disagrees with the proposals, 

uguing that it is inappropriate to apply a monthly minimum to construction meters as they are 

generally temporary meters.395 Staff recommends to instead increase construction meter commodity 

Dates to that charged for the highest tier for tiered metem3% We agree with Applicants that their 

:onstruction water customers have meters and cause capacity and administrative costs which should 

3e recovered through monthly minimum charges: with commodity rates the same as all other 

:ustomers, based on usage, and will adopt Applicants’ proposal. 

5. Partial Consolidation Pro.posal 

Applicants propose consolidating rates for WUGT, Valencia-Town and Valencia-Greater 

Buckeye.397 Under Applicants’ proposed revenue requirement, WUGT would face a significant rate 

391 RUCO Br. at 27; RUCO Repty Br. at 13. 
392 Staff Br. at 18: citing to Surrebuttal Testimony of Staff witness Darak Eaddy (Exh. S-9) at 18. 
jg3 Staff Br. at 18. 
354 Co. Br. at 43. 
395 Staff Reply Br. at 10. 
396 Id. 

Co. Br. at 42, citing - -  to Direct Testimony of Company witness Matthew Rowel1 (Exh. A-12) at 3. 
- 
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increase, and Applicants asserted that consolidating WUGT’s rates would provide significant benefits 

to WUGT customers while not significantly impacting the rates of the two Valencia divisions.398 

RUCO does not believe that the proposed partial rate consolidation is in the best interests of 

all the ratepayers, and in particular of the Valencia-Town and Valencia-Greater Buckeye 

 ratepayer^.^^ RUCO states that Valencia-Greater Buckeye’s ratepayers would more than likely bear 

the brunt of subsidizing WUGT, and that Valencia-Town and Valencia-Greater Buckeye’s ratepayers 

are unlikely to derive any meaningful contribution toward any reciprocal infrastructure improvements 

from the small number of WUGT’s ratepayers in the RUCO therefore takes the position 

that a rate design based on cost of service is more appropriate in this case.401 

Staff states that as a consequence of Staff’s ICFA recommendation, consolidation would 

result in an increase in WUGT’s rates that would effectively subsidize the Valencia-Town system, 

which has approximately 5,000 customers, a far larger customer base than WUGT, which has 

approximately 350 customers?’’ Staff states that if its ICFA proposal is adopted, consolidation 

would result in a small utility bearing a substantial portion of the rate increase burden with little 

benefit to the larger utility, and therefore Staff recommends against consolidation at this 

The revenue requirement authorized herein for WUGT is much lower than that proposed by 

Applicants. Therefore, the basis for the consolidation as expressed by Applicants no longer exists. 

The consolidation proposal will not be adopted. 

B. Wastewater 

Applicants proposed a three-year phase-in of rates for its Palo Verde district. Under this 

proposal, one third of Palo Verde’s revenue requirement would be recognized at the time of this 

Decision, two-thirds one year later, and the full revenue requirement two years following this 

Decision, without recovery of the foregone revenue at a later date.404 RUCO recommends that, given 

39E Co. Br. at 42. 
399 RUCO Br. at 25, citing to Direct Rate Design Testimony of RUCO witness William Rigsby (Exh. R-5) at 4.; RUCO 
Reply Br. at 12. 
400Direct Rate Design Testimony of RUCO witness William Rigsby (Exh. R-5) at 4-5. 

Id. at 6. 
402 Staff Br. at 18-19, citing to Direct Testimony of Staff witness Crystal Brown (Exh. S-6) at 29. 

Staff Br. at 19, citing to Direct Testimony of Staff witness Crystal Brown (Exh. S-6) at 30. 
Co. Br. at 7, citing to Direct Testimony of Company witness Trevor Hilt (Exh. A-7) at 20; Exh. A-1 at Schedule H-3, 

403 

404 

Page 2 of 2; and Co. Final Schedules, Palo Verde, Schedule H-3, Page 2 of2. 
- - -  -- -. ~ _ .  
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;he magnitude of the increases and the current economic conditions, that the Commission adopt 

4pplicants‘ phase in proposal.405 We agree that the phase in as proposed by Applicants for the Palo 

Verde wastewater rates is reasonable, and adopt it. 

VIII. OTHER ISSUES 

A. Low Income Program 

Applicants propose a Low Income Tariff to provide direct assistance to qualified families, 

Jvhich is modeled on similar programs in place at APS and Tucson Electric Power and will be 

%dministered by the Arizona Community Action Association (“ACAA”). Applicants propose 

Funding the program 50 percent by Global Parent and 50 percent by the application of a charge on 

:xisting ratepayers.406 Assuming that ratepayers funded $50,000, and Global Parent provided 

natching finds to increase the available relief and to cover administrative overhead costs, there 

would be $90,000 per year for possible allo~ation.“~ Applicants state that the program would 

herefore be capped at $90,000.408 Under Applicants’ proposed limit of $250 per year, the program 

:ould assist 360 families per year, or about 1 percent of Global Utilities’  connection^.^^ 
Staff recommends that Applicants fde the Low Income Relief Tariff within 60 days for Staffs 

aeview and the Commission’s consideration!’’ StafFs recommendation is reasonable and will be 

3dopted. 

B. Demand Side Management (“DSM”) Program 

Global has designed a DSM Program to augment the rebate threshold rate structure, and allow 

for large consumers to achieve meaningful conservation with the assistance of the Utilities:” Under 

the program, the Utilities will allocate 15 percent of the revenue generated from the sale of recycled 

water to the DSM Program.412 In areas where a Utility does not control recycled water, a similar pre- 

connection revenue amount will be allocated from revenues generated from the highest There 

‘Os RUCO Br. at 26; RUCO Reply Br. at 13. 
406 Co. Br. at 49. 
407 Id. 
408 Id. at 50. 
409 Id. 

Surrebuttal Testimony of Staff witness Linda Jaress (Exh. A-I 1) at 18. 610 

4 ”  Co. Br. at 48. 
412 Co. Br. at 48, citing to Rebuttal Testimony of Company witness Graham Symmonds (Exh. A-25) at 17. 
4’3 Id. 

- - e  - -  - 
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is no customer surcharge associated with the proposed DSM The program is directed at 

large consumers, including HOA customers with large usage, who can benefit from sophisticated 

irrigation management and appropriate turf repla~ement.~” Applicants state that in addition, 

residential customers can benefit from turf replacement, rainwater catchment, toilet replacement, and 

other program elernent~.~’~ Applicants state that they strongly believe that the Commission should 

formally approve the 

RUCB does not oppose the Company’s proposal.418 

Staff states that after an initial review of the proposed DSM Program, Staff concludes that 

many of its elements are similar to the ADWR’s Best Management Practices (“BMPS”),~*~ Staff 

states that it sees potential positive results from such a program but that because the tariff was filed in 

the rebuttal testimony phase of the proceeding, Staff requires more time and information to obtain a 

complete understanding of the program.420 Staff recommends that Applicants file the DSM Program 

tariffs within 60 days for Staffs review and the Commission’s consideration!21 Staff’s 

recommendation is reasonable and will be adopted. 

While the Commission recognizes the Company’s efforts to develop a DSM program, we 

believe some additional guidance may be necessary. We believe it is reasonable to require the 

Company to develop at minimum 10 BMPs or 10 equivalent elements, applicable for each of the 

Company’s water systems with average customer counts exceeding 5,000, and at least 3 BMPs or 3 

equivalent elements, for the Company’s remaining water systems, as part if its DSM Program for 

Commission consideration. 

C. Changes to Service and Miscellaneous Charges and Tariffs 

1. Meter Exchange Fee 

Meter size is determined by the home builder based on flow and pressure requirements.422 At 

4’4 Id. at 48, citing to Rebuttal Testimony of Company witness Graham Symmonds (Exh. A-25) at 17 and Tr. at 45. 
415 Id. at 48, citing to Rebuttal Testimony of Company witness Graham Symmonds (Exh. A-25) at 20-2 1. 
4’6 Id. 
417 Co. Br. at 49. 
418 RUCO Reply Br. at 1 1. 
‘I9 Surrebuttal Testimony of Staff witness Linda Jaress (Exh. A-1 1) at 18. 
420 id. 
02’ Id. 
422 Co. Br. at 43. 
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installation, the home builder requests a meter of sufficient size to ensure acceptable flow and 

xessure throughout the operational envelope.423 Applicants propose the creation of a Customer 

Ueter Exchange Fee (Size) that applies when a homeowner requests that the meter be changed to a 

iifferent size. Under this tariff, the homeowner will be responsible for: 

1. Detennining the appropriate size of the meter. Further, the homeowner 
agrees to hold harmless and release Global U’ater, its affiliated companies together 
with the employees, agents and assigns of such companies fiom any responsibility for 
direct or collateral damage, losses or operational impacts associated with the meter 
size change or the size of the meter being inadequate or insufficient for the needs of 
the homeowner. 

2. Reimbursement o f  utility costs associated with that change, including 
cost of new meter and installation costs in accordance with A.A.C. R14-2-405(B)(5). 
See Service Line and Meter InstalIation Charges Tariff. 

Applicants and Staff are in agreement on the Meter Exchange Fee I a n g ~ g e . 4 ~ ~  Applicants 

;hould file within 60 days with the Commission’s Docket Control, as a compliance item in this 

natter, a copy of its Meter Exchange Fee Tariff for Staffs review and the Commission’s 

:onsideration. 

2. Water TheR‘Loss Tariffs 

Applicants request approval of a water theft tariff that would allow the utility to charge a fee 

J f  $500 for water theft. In the case of a homeowner, the fie would be added to their account, and in 

khe case of water trucks stealing from utility hydrants, the fee would be presented in the form of an 

invoice to the responsible party. Staff disagrees with Applicants’ proposal, stating that the relevant 

rule already exists in the form of A.A.C. R14-2-407@3)(4) which provides that ‘‘[elach customer shall 

be responsible for payment for any equipment damage resulting from unauthorized breaking of seals, 

interfering, tampering or bypassing the utility meter.” Applicants respond that in the absence of 

equipment damage, the rule does not apply. While Applicants state that there is no way for the utility 

to recover its costs associated with managing these instances, Staff points out that Applicants have 

recourse with the relevant law enforcement entities, as water theft is a Class 7 Felony. Applicants 

have provided no authority for the proposition that the Commission can fine non-ratepayers for 

q23 Id., citing to Direct Testimony cf Graham Symmonds (EA. A-24) at 56. 
424 Staff Br. at 20; Tr. at 489. 

- - e  -- __ 
- -  - 
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of such a tariff would not be in the public interest, 

md it will not be approved. 

3. Hydrant Meter Deposit Charge 

Applicants and Staff are in agreement on Applicants’ proposed refundable Hydrant Meter 

Ieposit Charge that reflects the replacement cost of these large expensive pieces of equipment. 

4pplicants should file within 60 days with the Commission’s Docket Control, as a compliance item 

n this matter, a copy of its Hydrant Meter Deposit Charge Tariff for Staffs review and the 

Zommission’s consideration. 

4. LocWSecuritv Tab Cutting Charge 

Applicants request authority to impose a L,ock/Security Tab Cutting Charge designed to 

&$ray the costs associated with dealing with such events. Staff disagrees with Applicants’ proposal, 

;tating that the relevant rule already exists in the form of A.A.C. R14-2-407(B)(4) which provides 

,hat “[elach customer shall be responsible for payment for any equipment damage resulting from 

mauthorized breaking of seals, interfering, tampering or bypassing the utility meter.” Staff points 

Jut that if the perpetrators are not customers of the utility, then Applicants have recourse with the 

relevant law enforcement entities, and that Applicants have provided no authority for the proposition 

that the Commission can fine non-ratepayers for criminal conduct. We agree with Staff. Approval of 

such a tariff would not be in the public interest, and it will not be approved. 

5. Source Control Tariff 

Applicants have prepared a comprehensive Source Control Program Tariff for its Palo Verde 

The purposes of the tariff are b protect the collection systems from blockages and 

damages, to protect the treatment system from process upsets, to protect the quality of recycled water, 

to protect the quality of biosolids (sludge), and to protect human health and the environment from 

damage!26 Staff agrees that the requested Source Control Program Tariff is appropriate, including 

the $250 fee for commercial customers found to be violating source control requirements. The 

Source Control Program Tariff attached to Mr, Symmonds’ Direct Testimony at GSS-3 is reasonable 

Direct Testimony of Company witness Graham Symmonds (Exh. A-24) at 63 and GSS-3. 125 

- . -  124 Id. at 63. - 
_- - - .  
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md approprlBe anc, will be adopted. 

6. Unauthorized Discharge Fee 

To discourage unauthorized discharges into sewers, Applicants propose an Unauthorized 

Discharge Fee Tariff Applicants state that septic tank haulers and grease trap haulers, who charge a 

?ee for removal services, then pay a fee to facilities for environmentally sound disposal in landfills. 

4pplicants state that some haulers choose instead to dump their loads into a sewer system, and that 

some of the materials that haulers carry have the potential to seriously disrupt its wastewater 

xeatment processes, in some cases for many days or even weeks. Staff agrees that the Unauthorized 

Discharge Fee Tariff is appropriate, including a $5,000 charge for violations plus all costs of 

:ollection and remediation. Applicants should file within 60 days with the Commission’s Docket 

Zuntrol, as a compliance item in this matter, a copy of its Unauthorized Discharge Fee Tariff for 

Staffs review and the Commission’s consideration. 

7. Deposit Interest 

Staff disagrees with Applicants’ proposals regarding customer deposit interest, including its 

xoposal to use the one year Certifieate of Deposit rate as the interest rate to apply to customer 

ieposits at the time they are made. Staff believes that the methodology would be unduly 

:umbersome. Staff further believes that over a long period of time the 6 percent interest rate fairly 

approximates a reasonable interest rate, and recommends against adopting the modifications 

Applicants propose. We agree with Staff that the 6 percent interest rate is reasonable and will not 

approve the requested change. 

8. Other Miscellaneous Fees 

Applicants and Staff are in agreement on minor changes to thi following existing fees: 

Establishment Fees, After Hours Fees, Reconnect Fees and NSF Fees. The agreed-upon changes are 

reasonable and will be adopted. 

D. Staff’s Engineering Recommendations 

1. WUGT- Roseview Storage 

Stag recommends that WUGT install a storage tank with a minimum storage capacity of 

3,750 gallons for WUGT’s Roseview systkm (PWS 07-082), and file within 12 months, with the 
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Commission’s Docket Control, as a complian item in this matter, Arizona Department of 

Environmental Quality (“ADEQ”) or Maricopa County Environmental Services Division 

(“MCESD’) Approval of Construction for a storage tank with a minimum storage capacity of 3,750 

gallons for WUGT’s Roseview system (PWS 07-082).427 Applicants are in agreement with this 

recommendation, which is reasonable and will be adopted. 

2. Water Loss 

Staff recommends that Valencia-Greater Buckeye file with within 90 days, as a compliance 

item with the Commission’s Docket Control, a detailed plan demonstrating how the Sun 

Valley/Sweetwater I (PWS 07-195) and Sweetwater I1 (PW-S 07-129) water systems will reduce their 

water loss to less than 10 percent. Staff recommends that if Valencia-Greater Buckeye finds that 

reduction of water loss to less than 10 percent is not cost effective in a system, that Valencia-Greater 

Buckeye be required to submit within 90 days, as a compliance itern with the Commission’s Docket 

Control, a detailed cost analysis and explanation for each system demonstrating why water loss 

reduction to less than 10 percent is not cost effective. Staff recommends that in any event, water loss 

shall not exceed 15 percent. 

Staff recommends that WUGT file with within 90 days, as a compliance item with the 

Commission’s Docket Control, a detailed plan demonstrating how the Garden City (PWS 07-037), 

West Phoenix Estates #1, West Phoenix Estates #6, (PWS 07-733), Tufie (PWS 07-617): Buckeye 

Ranch (PWS 07 618), and Dixie (PWS 07-030) water systems will reduce their water loss to less 

than 10 percent. Staff recommends that if WUGT finds that reduction of water loss to less than 10 

percent is not cost effective in a system, that WUGT be required to submit within 90 days, as a 

compliance item with the Commission’s Docket Control, a detailed cost analysis and explanation for 

each system demonstrating why water loss reduction to less than 10 percent is not cost effective. 

Staff recommends that in any event, water loss shall not exceed 15 percent. 

Staff recommends that Willow Valley file with within 90 days, as a compliance item with the 

Commission’s Docket Control, a detailed plan demonstrating how the King Street (PWS 08-040), and 
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Lake Cimarron, (PWS 08-129) water systems will reduce their water loss to less than 10 percent. 

Staff recommends that if Willow Valley finds that reduction of water loss to less than 10 percent is 

lot cost effective in a system, that Willow Valley be required to submit within 90 days, as a 

:ompliance item with the Commission’s Docket Control, a detailed cost analysis and explanation for 

:ach system demonstrating why water loss reduction to less than 10 percent is not cost effective. 

Staff recommends that in any event, water loss shall not exceed 15 percent. 

Tn rebuttal testimony, Applicants’ witness discussed the Gallons per Hour per Mile per Inch 

r‘GPHMI”) and Unavoidable Real Losses (“UARL”) methodologies used for measuring water 

Staff states that neither the UARL nor the GPHMI methods apply to any of the systems in 

.his case that are experiencing excessive water 

kvels should not be determined based on system length and diameter.430 

Staff contends that acceptable water loss 

Applisants agree to provide the recommended rep0rt.4~’ Applicants state that as part of its 

water loss report, Applicants will include a discussion of results under different metrics. 

Staff‘s recommendations are reasonable and will be adopted. While Applicants may include a 

discussion of results under different metrics, for purposes of compliance, Applicants shall use the 

metrics used by Staff to measure water loss. 

3. Depreciation Rates 

S t d  recommends that the water utilities/divisions be required to use the depreciation rates 

delineated on the schedule attached hereto and incorporated herein as Exhibit D, and that Palo Verde 

be required to use the depreciation rates delineated on the schedule attached hereto and incorporated 

herein as Exhibit E. Applicants did not object. Staff‘s recommendation is reasonable and will be 

adopted. 

E. NWP’s Concern for Uniform Treatment of Developers 

NWP is the only party to this matter who has executed an ICFA with Global Parent.432 

428 Co. Br. at 66 and Staff Br. at 13, citing to Rebuttal Testimony of Company witness Graham Symmonds (Exh. A-25) at 
23-3 1. 

Staff Br. at 13, citing to Surrebuttal Testimony of Staffwitness Jim Liu (Exh. S-5) at 2. 
Id., citing to Tr. at 6 13. 

4‘* Co. Br. at 66. 
= I ~ ~  NWP Br. at 2. 
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NWP asserts that when development resumes in its area, there is a “real possibility” of unequal 

treatment of developers if there is no mechanism in place to protect from such treatment,” and 

advocates for a mechanism to allow the Commission to ensure that all developers are treated in a 

uniform manner similar to a Main Extension Agreement.433 Global Utilities asserts that NWP does 

not cite to the record to support its concerns, and that NWP did not state that it was treated 

NWP’s request was made on brief following the close of the hearing, and therefore the 

parties did not have an opportunity to elicit further information from NWP on the record, or to 

respond to NWP’s concerns. S t a r s  witness testified that a review of ICFAs revealed that the fees 

charged by Global Parent under the ICFAs per equivalent dwelling unit (“EDU) differ by ICFA 

contracts, depending on the year the ICFA was entered and on the particular de~eloprnent.4~~ As 

Globa1,Utilities points out, Staffs witness also testified that Staff is unaware of any complaints by 

developers regarding unequal treatment under I C F A S . ~ ~ ~  

Developers receive uniform treatment under main extension agreements and hook-up fee 

tariffs approved by the Commission.437 Applicants state that landowners always have the choice to 

enter into standard main and line extension agreements?38 We urge developers who have any 

questions or issues regarding ICFAs, main and line extension agreements, hook-up fees, or any other 

issues related to establishing service to their developments, to contact Staff with their concerns, and 

we likewise instruct Staff to insure that the Commission is promptly informed, either through a filing 

by the developer or by Staff, if it appears that there is a need for the Commission to take action. 

* ‘ *  * * ?k * ’ *  * * * 
Having considered the entire record herein and being fully advised in the premises, the 

Commission finds, concludes, and orders that: 

... 

433 Id. at 3. 
034 Co. Reply Br. at 23. 
43s Direct Testimony of Staff witness Linda Jaress (Exh. S-10) at 8. 
436 Co. Reply Br. at 23. 

Direct Testimony of Staff witness Linda Jaress (Exh. S-10) at 8. 
Direct Testimony of Company witness Trevor Hill (Exh. A-7) at 33. 

437 

438 

- -- e - - - -  .. 
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PROCEDURAL HISTORY 

1. On February 20, 2009, Palo Verde, Valencia-Greater Buckeye, Willow Valley, Santa 

h z ,  WUGT, and Valencia-Town filed with the Commission rate applications seeking increases in 

heir permanent base rates and other associated charges. 

2. Palo Verde is located in Pinal County and provided wastewater utility service to 

Palo Verde's present rates were ipproximately 14,997 service connections as of July 2009. 

:stablished in Decision No. 61 943 (September 17,1999). 

3. Valencia Greater Buckeye is located approximately 40 miles west of downtown 

'hoenix in Maricopa County with a certificated area covering approximately 4,300 acres in and 

iround the Town of Buckeye, and provided water utility service to approximately 653 service 

:onnections as of August 2009. Valencia Greater Buckeye's present rates were established in 

3ecision No. 60386 (August 29,1997): 

4. Willow Valley is located in Mohave County and provided water utility service to 

ipproximately 1,528 service connections as of July 2009. Willow Valley's present rates were 

:stablislied in Decision No. 636 12 (April 27,200 1). 

5.  Santa Cruz is located in Pinal County and provided water utility service to 

2pproximately 15,196 service connections as of July 2009. 

zstablished in Decision No. 61943 (September 17, 1999). 

Santa Cruz's present rates were 

6. WUGT is located approximately 60 miles' west of downtown Phoenix in Maricopa 

County with a certificated area covering approximately 65,600 acres, or approximately 102 square 

miles. WUGT provided water utility service to approximately 363 service connections as of August 

2009. WUGT's present rates were established in Decision No. 62092 (November 19, 1999). 

7. Valencia-Town is located 40 miles west of downtown Phoenix in Maricopa County 

with a certificated area of approximately 7,500 acres and provided water utility service to 

approximately 5,019 service connections as of July 2009. Valencia Town's present rates were 

established in Decision No. 60832 (May 1 1,1998). 

8. On February 24, 2009, Applicants filed Motions to Consolidate in all six rate 

application dockets. 
. - .  

_ .  . 
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9. 

10. 

On February 27,2009, Applicants filed Notices of Errata in each of the dockets. 

On March 23,2009, Staff filed Letters of Deficiency in each of the dockets, indicating 

that the applications did not meet the sufficiency requirements of A.A.C. R14-2-103. 

11. On April 7, 13, and 20: 2009, Applicants filed various responses to S t a i r s  Deficiency 

Letters, and certain updated schedules for the applications. 

12. On April 30, 2009, Staff filed Letters of Sufficiency stating that each of the 

applications, as supplemented by the subsequent filings, met the sufficiency requirements of A.A.C. 

R14-2- 103. 

13. On April 13,2009, Valencia-Town filed a Motion for Approval of Arsenic Surcharge. 

However, on April 20,2009, Valencia-Town Division filed a Notice of Filing Withdrawal of Motion, 

stating that it re-filed the arsenic surcharge request as a separate appli~ation.4~’ 

14. On May 8, 2009, Applicants filed compliance reports from ADWR for Valencia- 

Greater Buckeye, Wi1lo.w Valley, Santa Cruz, WUGT, and Valencia-Town. 

15. On May 12, 2009, Staff  filed Motions to Consolidate in all six rate application 

dockets. 3 

16. 

17. 

On May 19,2009, RUCO filed an Application to Intervene. 

On May 28, 2009, a Procedural Order was issued consolidating the applications, 

setting a hearing, requiring mailing and publication of notice of the application and hearing, and 

, 

setting associated procedural deadlines. The Procedural Order also granted intervention to RUCO. 

18. On August 13,2009, Commissioner Stump filed a letter in the docket. 

19. On August 31, 2009, Applicants filed affidavits of mailing and &idavits of 

publication indicating compliance with the pubIic notice requirements of the May 28, 2009 

Procedural Order. 

20. On October 13,2009, WUAA filed an Application to Intervene. 

21. On October 19, 2009, Staff filed a Motion for Extension of Time Regarding Rate 

Design Testimony (as modified by a Notice of Errata filed on the same date). 

439 On April 17,2009, Valencia -Town Division filed an application for approval of an arsenic surcharge (Docket No. W- 
81212A-09-0186). On May 8,2009: Valencia - Town Division filed in that same docket a Notice of Filing Withdrawal of 
Application “in order for Staff to focus on the pending rate cases for the Global.” 

- - - e  - 
- .  
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22. On October 2 1 2009, a Procedural Order was issued granting intervention to WUAA 

md granting Staff‘s requested extension of filing deadlines. 

23. On October 2 1,2009, Applicants filed a Response to “CopaNews” articles. 

24. On November 5, 2009, a Procedural Order was issued setting a public comment 

neeting to be held on December 1, 2009 in Maricopa, Arizona, and ordering Applicants to provide 

mblic notice thereof. 

25. On November 23, 2009, Applicants filed an &davit of publication indicating 

:ompliance with the public notice requirements of the November 5,2009 Procedural Order. 

26. In total, including petition signatures, the Commission has received 3,006 customer 

:omments in opposition to the Utilities’ proposed rate increases. 

27. 

restimony. 

28. 

On November 24, 2009, Applicants filed a Notice of Filing Errata to Rebuttal 

On December 1 , 2009, a public comment hearing was held in Maricopa. Local elected 

ifficials and numerous members of the public appeared and provided public comment on the 

3pplication. 

29. Also on ‘December I ,  2009, Applicants docketed correspondence and communication 

between Global, the Maricopa staff, the City Council of Maricopa, and commUnity members. The 

filing also included a copy of a City Council of Maricopa emergency resolution. 

30. 

3 1. 

32. 

Also on December I ,  2009, NWP filed an Application to Intervene. 

On December 2,2009, Staff filed a Response to NWP’ Application to Intervene. 

Also on December 2: 2009, Staff filed a Motion for Extension of Time Re: Rate 

Design Surrebuttal Testimony. 

33. On December 4, 2009, a ProceduraI Order was issued granting Stafrs request for an 

extension of time to file surrebuttal testimony. The Procedural Order also granted intervention to 

NWP, and ordered that due to the lateness of NWP’ intervention request, NWP would not be allowed 

to introduce new evidence. 

34. On December 8, 2009, Rick Femandez filed a Motion to Intervene. Mr. Fernandez 

claimed in his Motion that as President of the Santarra Homeowners Association, he represented 3 1 1 
- - - e  - - -  - 

- .  

77 DECISION ?$O. 71878 
I - 



I . . ... . . .. .. . . . .. . 

i 
I 

! 

1 

i 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

DOCKET NO. SW-20445A-09-0077 ET AL. 

residential customers. 

35. On December 9, 2009, Staff filed a Response opposing hlr. Fernandez’s Motion to 

htervene. Staff opposed the Motion as untimely filed, and because granting the intervention might 

broaden the issues in this proceeding. Staff stated that unless Mr. Fernandez is an attorney, he cannot 

represent the interests of either the Santarra Homeowners Association or the 311 residential 

customers who are members of the Santarra Homeowners Association. Staff requested that in the 

event Mr. Fernandez’s untimely Motion was granted, Mr. Fernandez be allowed to only represent his 

own interests, and that he not be permitted to introduce new evidence, either through pre-filed 

testimony or at the hearing through other parties’ witnesses. 

36. Also on December 9,2009, Applicants filed an Opposition to Mr. Femandez’s Motion 

tu intervene. The Applicants requested that the Motion be denied as untimely, and because granting 

the intervention might broaden the issues in this proceeding. 
, 

37. Also on December 9,2009, the Maricopa filed an Application to Intervene. Maricopa 

requested that it be permitted to intervene subject to the requirements that it not introduce its own 

evidence or call its own witnesses in this matter, consistent with the Procedural Order issued on 

December 4, 2009, granting intervention to NWP. Maricopa stated that it does not believe its 

intervention will lengthen the proceeding or burden any of the other intervenors. 

38. The Pre-Hearing Conference convened as scheduled on December 10,2009. Counsel 

for Applicants, WUAA, NWP, RUCO, and Staff appeared. Counsel representing Maricopa also 

appeared and responded to questions in regard to Maricopa’s Application for Leave to Intervene. 

Arguments in opposition to Maricopa’s intervention request were heard and considered, and 

Maricopa was granted intervention on a limited basis. Due to the lateness of its intervention request, 

Maricopa was granted intervention subject to the requirement that it shall not present any witnesses 

or introduce any new evidence, either through prefiled testimony, or at the hearing through other 

parties’ witnesses. Mr. Fernandez did mt appear at the Pre-Hearing Conference. 

39. On December 11, 2009, a Procedural Order was issued granting intervention to Mr. 

Femandez for the purpose of representing his own interests, and to Maricopa. Due to the lateness of 

Mr. Fernandez’s and Maricopa’s Motions to Intervene, they were granted intervention subject to the 
- - - -  - _  -- - -  - 
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equirement t,at they not present any witnesses or introduce any new evidence, either through 

irefiled testimony, or at the hearing throw& other parties’ witnesses. 

40. On December 11, 2009, Rick Fernandez filed a Response to the oppositions to his 

dotion to Intervene. 

41. On December 14, 2009, the hearing commenced as scheduled. Applicants, NWP, 

WAA, Maricopa, RUCO and Staff appeared through counsel, and Rick Fernandez appeared on his 

Iwn behalf. Global Utilities, RUCO and Staff presented evidence for the record. 

42. On December 17, 2009, Mr. Fernandez filed a second Motion to Intervene, to which 

vas attached a document titled “Santarra Homeowners Association Resolution of the Board of 

Xrectors” that included four signatures, each dated December 9,2009. 

43, On December 3 1 , 2009, Global Utilities filed a Notice of Filing Corrected Exhibit A- 

I. 

44. On February 5, 2010, Applicants, WUAA, NWP, Maricopa, RUCO, and Staff filed 

nitial closing briefs, 

45, Om February 19, 2010, Applicants, Maricopa, RUCO, and Staff filed reply closing 

xiefs. 

46. On March 22, 2010, Applicants filed a Notice of Filing Late-Filed Exhibit A-51, a 

.eport on financing of solar projects by regulated water utiiities. 

FINDINGS OF FACT 

47. The fair value rate base of Palo Verde is $53,314,083, and a rate of return of 7.80 

2ercent is reasonable and appropriate. 

48. The fair value rate base of Valencia-Greater Buckeye is $929,057, and a rate of return 

of 7.68 percent is reasonable and appropriate. 

49. The fair value rate base of Willow Valley is $2,251,164, and a rate of return of 7.60 

percent is reasonable and appropriate. 

50. The fair value rate base of Santa Cruz is $39,155,692 and a rate of return of 7.93 

percent is reasonable and appropriate. 

- 
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51. The fair value rate base of W J G T  is ($4,186,150) and an operating margin of 7.82 

,ercent is reasonable and appropriate. 

52. The fair vaIue rate base of Valencia-Town is $4,240,018 and a rate of return of 8.08 

53.  

3’RB. 
54. 

55. 

56, 

57. 

58.  

59. 

60. 

61. 

The revenue increases requested by Applicants would produce an excessive return on 

The gross revenues of Palo Verde should increase by $6,063,392. 

The gross revenues of Valencia-Greater Buckeye should increase by $77,259. 

The gross revenues of Willow Valley should increase by $428,047. 

The gross revenues of Santa Cmz should increase by $1,542,323. 

The gross revenues of WUGT should decrease by $24,283. 

The gross revenues of Valencia-Town should increase by $1,473,012. 

The rate designs adopted herein are just and reasonable. 

Because the rate design we adopt herein is new, it is very important that the water 

iercent is reasonable and appropriate. 

Jtilities provide adequate, timely, and accurate information to their customers regarding the specific 

.mpact of the six tier rates and the volumetric rebate program on the way water customers’ bills are 

:alculated. Therefore, the customer notification of the new rates to be implemented as a resu1.t of this 

Iecision should include a specific and comprehensive explanation of the new method by which the 

:ustomers’ bills wiII be calculated, and a means to contact the Utility to learn more about how the 

-ate design will affect their specific usage patterns. The Utilities shall provide adequate training to all 

its customer service representatives to ensure that customers who make inquiries will receive 

Idequate, timely, and accurate explanation of the effects the new six tier rate design and the 

volumetric rebate threshold will have on their bills. 

62. Because the rate design we adopt includes projected revenues required to fund the 

iiolwnetric rebates, each water Utility should make quarterly volumetric threshold rebate reports as a 

80 DECISION k0. 71878 
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:ompliance item in this docket, to commence on December 15, 2010, and to continue until rates 

approved in the Utility’s next rate case are effective. The quarterly volumetric threshold rebate report 

should indicate, by month, the number of invoices prepared, the number of those invoices with 

:onsumption below the rebate threshold and thus entitled to the volumetric rebate, and the dollar 

mount of rebates provided to customers on those invoices. 

63. Valencia-Greater Buckeye is located in the Phoenix Active Management Area 

:“AM&’) and is subject to its AMA reporting and conservation requirements. Staff Engineering 

states that ADWR reported in May 2009 that Valencia-Greater Buckeye is in compliance with its 

requirements. 

64. MCESD, the formally delegated agsnt of ADEQ, has determined that Valencia 

Cireater Buckeye has no deficiencies and is currently delivering water that meets water quality 

standards required by Title 18, Chapter 4 of the Arizona -4dministrative Code. 

65. Willow Valley is not located in any AMA and is not subject to any AMA reporting 

md conservation requirements. Staff Engineering states that ;u)WR reported in April 2009 that 

Willow Valley is in compliance with its requirements. 

66. ADEQ has determined that Willow Valley has no deficiencies and is currently 

delivering water that meets water quality standards required by Title 18, Chapter 4 of the Arizona 

Administrative Code. 

67. Santa C w  is located in the Pinal AMA and is subject to its Ah4A reporting and 

conservation requirements. Staff Engineering states that ADWR reported in April 2009 that Santa 

Cruz is in compliance with its requirements. 

68. ADEQ has determined that Santa Cruz has no deficiencies and is currently delivering 

water that meets water quality standards required by Title 18, Chapter 4 of the Arizona 

Administrative Code. 

69. WUGT is lokated in the Phoenix AMA and is subject to its AMA reporting and 

conservation requirements, Staff Engineering states that ADWR reported in May 2009 that WUGT is 

in compliance with its requirements. 
. 1 .  . .  . 

. -  
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70. MCESD, the formally delegated agent of ADEQ, has determined that WUGT has no 

deficiencies and is currently delivering water that meets water quality standards required by Title t 8, 

Chapter 4 of the Arizona Administrative Code. 

71. Valencia-Town is located in the Phoenix AMA and is subject to its AMA reporting 

and conservation requirements. Staff Engineering states that ADWR reported in May 2009 that 

Valencia-Town is in compliance with its requirements. 

72. MCESD, the formally delegated agent of ADEQ, has determined that Valencia-Town 

has no deficiencies and is currently delivering water that meets water quality standards required by 

Title 18, Chapter 4 of the Arizona Administrative Code. 

73. Palo Verde’s wastewater treatment facilities are regulated by ADEQ. Staff 

Engineering states that ADEQ reported in January 2009 that the Palo Verde wastewater treatment 

plant is in 1 1 1  compliance with ADEQ requirements. 

74. Palo Verde should be required to file within 60 days with the Commission’s Docket 

Control, as a compliance item in this matter, a copy of its Unauthorized Discharge Fee Tariff for 

Staffs review and the Commission’s consideration. 

35. Palo Verde, Valencia-Greater Buckeye, Willow Valley, Santa Cruz, KTJGT, and 

Valencia-Town should be required to file within 60 days with the Cornmission’s Docket Control, as a 

compliance item in this matter, a copy of their Low Income Relief Tariff for S t a s  review and the 

Commission’s consideration. 

76. Valencia-Greater Buckeye, Willow Valley, Santa Cruz, WUGT, and Valencia-Town 

should be required to file within 60 days with the Commission’s Docket Control, as a compliance 

item in this matter, a copy of their Demand Side Management Program Tariffs for Staff‘s review and 

the Commission’s consideration. 

77. Valencia-Greater Buckeye, W‘hlow Valley, Santa Cruz, WUGT, and Valencia-Town 

should be required to file within 60 days with the Commission’s Docket Control, as a compliance 

item in this matter, a copy of their Meter Exchange Fee Tariffs for Staffs review and the 

Commission’s consideration. 

78. Valencia-Greater Buckeye, Willow Valley, Santa Cruz, WUGT, and Valencia-Town 
- . -  -. 

. .  
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;hould be required to file within 60 days with the Commission’s Docket Control, as a compliance 

tem in this matter, a copy of their Hydrant Meter Deposit Charge Tariffs for Staff’s review and the 

2ommission’s consideration. 

79. WUGT should be required to file with within 90 days, as a compliance item with the 

:omission’s Docket Control, a detailed plan demonstrating how the Garden City (PWS 07-037), 

West Phoenix Estates #1, West Phoenix Estates #6, (PWS 07-733), Tufie (PWS 07-617), Buckeye 

Ranch (PWS 07 61 81, and Dixie (PWS 07-030) water systems will reduce their water loss to less than 

L 0 percent. If WUGT finds that reduction of water lass to less than 10 percent is not cost effective in 

system, that WUGT shall file within 90 days, as a compliance item with the Commission’s Docket 

Zontrol, a detailed cost analysis and explanation for each system demonstrating why water loss 

-eduction to less than 10 percent is not cost effective. In any event, water loss should not exceed 15 

iercent. 

80. Willow Valley should be required file with within 90 days, as a compliance item with 

:he Commission’s Docket Control, a detailed plan demonstrating how the King Street (PWS 08-040), 

md Lake Cimarron, (PWS 08-129) water systems will reduce their water loss to less than 10 percent. 

tf Willow Valley finds that reduction of water loss to less than 10 percent is not cost effective in a 

system, Willow Valley should submit within 90 days, as a compliance item with the Commission’s 

Docket Control, a detailed cost analysis and explanation for each system demonstrating why water 

Loss reduction to less than 10 percent is not cost effective. In any event, water loss should not exceed 

15 percent. 

81. W G T  should be required to fiIe, within 12 months, with the Commission’s Docket 

Control as a compliance item in this matter, the ADEQ or MCESD Approval of Construction for a 

storage tank with a minimum storage capacity of 3,750 gallons €or WUGT’s Roseview system (PWS 

07-082). 

82. Valencia-Greater Buckeye, Willow Valley, Santa Cruz, W G T ,  and Valencia-Town 

should be required to use the depreciation rates delineated on the schedule attached hereto and 

incorporated herein as Exhibit D. 

83. Palo Verde should be required to use the depreciation rates delineated on the schedule 
- - - e  - - -  - 

- .  
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attached hereto and incorporated herein as Exhibit C. 

84, It is appropriate and in the public interest for Global and St& and other interested 

stakeholders to commence a generic investigation which looks at how best to achieve the 

Commission’s objectives with regard to encouraging the acquisition of troubled water companies and 

the development of regional i&astructure where appropriate. As part of this proceeding, Global*md 

Staff and other interested stakeholders should also address in workshops whether ICFAs, or other 

mechanisms, if properly segregated and accounted for, could be utilized to finance the actual 

acquisition of troubled water companies, subject to Commission approval. Additionally, stakeholders 

should address whether ICFAs, if properly segregated and accounted for, would be appropriate for 

use in covering such expenses as a portion of the carrying costs associated with unused regional 

water and wastewater facilities or infrastructure which meets the Commission’s objectives. 

Additionally, parties should address whether other mechanisms not addressed in‘ this case would be 

appropriate in inducing such regional water and wastewater infrastructure, and the acquisition of 

troubled water companies, such as acquisition adjustments, rate premiums, or Distribution System 

Investment Charges. Therefore, we Will require Staff to notice and facilitate, and Global to 

participate in, stakeholder workshops designed to address these issues, and make recommendations to 

the Commission on the issues discussed in the workshops, including whether it is appropriate to 

adopt the recommendations in the next Global Utility rate case, as well as other fbture rate cases. 

The workshops shall be noticed and held in the existing Generic Docket. 

85. While we decline to approve the Applicants’ requested treatment of ICFAs in this 

Order, we believe the issue could be more fully informed by the Commission’s workshop process. In 

the event that the workshop process leads to recornmendations for a different treatment of ICFAs than 

in this Order, the Applicants may request review of ICFAs in accordance with the workshop 

recommendations in a future rate case. 

CONCLUSIONS OF LAW 

1. Applicants are public service corporations pursuant to Article XV of the Arizona 

Constitution and A.R.S. $5 40-250 and 40-25 1, 

2. The Commission has jurisdiction over Applicants and the subject matter of the - -  - - . -  
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ipplication. 

3. 

4. 

Notice ofthe proceeding was provided in conformance with law. 

The fair value of Global Water - Palo Verde Utilities Company’s rate base is 

k53,3 14,083, and applying a 7.80 percent rate of return on this fair value rate base produces rates and 

:barges that are just and reasonable. 

5. The fak value of Valencia Water Company - Greater Buckeye Division’s rate base is 

$929,057, and applying a 7.68 percent rate of return on this fair value rate base produces rates and 

:barges that are just and reasonable. 

6. The fair value of W-illow Valley Water Company, Inc.’s rate base is $2,25 1,164, and 

ipplying a 3.60 percent rate of return on this fair value rate base produces rates and charges that are 

lust and reasonable. 

7. . ‘c The fair value of Global Water - Santa Cruz Water Company’s rate base is 

E39,155:692, and applying a 7.93 percent rate of return on this fair value rate base produces rates and 

:barges that are just and reasonable. 

8. The fair value of Water Utility of Greater Tonopah, Inc.’s rate base is ($4,186,150), 

and applying an operating margin of 7.82 percent produces rates and charges that are just and 

reasonable. 

9. The fair value of Valencia Water Company - Town Division’s rate base is $4,240,018, 

and applying an 8.08 percent rate of return produces rates and charges that are just and reasonable. 

10. The rates and charges approved herein are reasonable. 

ORDER 

IT IS THEREFORE ORDERED that Global Water - Palo Verde Utilities Company, Valencia 

Water Company - Greater Buckeye Division, Willow? Valley Water Company, Inc., Global Water - 
Santa Cruz Water Company, U’ater Utility of Greater Tonopah, Inc., and Valencia Water Company - 

Town Division are hereby authorized and directed to file with the Commission, on or before 

September 17, 2010, the schedules o f  rates and charges attached hereto and incorporated herein as 

Exhibit E, which shall be effective for all service rendered on and after August 1,2010. 

IT IS FURTHER ORDERED that Global Water - Palo Verde Utilities Company, Valencia 
- - -  - - -  
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Water Company - Greater Buckeye Division, Willow Valley Water Company, Inc., Global Water - 

Santa Cruz Water Company, Water Utility of Greater Tonopah, Inc., and Valencia Water Company - 

Town Division shall notify their customers of the revised schedules of rates and charges authorized 

herein by means of an insert in their next regularly scheduled billing in a form and manner acceptable 

to the Commission's Utilities Division Staff. The customer notification shall include a specific and 

comprehensive explanation of the new method by which the customers' bills will be calculated, 

includig the six tier rate design and the volumetric rebate threshold, and a means to contact the 

utility to learn more about how the rate design will affect their specific usage patterns and 

consequently, their bills. 

IT IS FURTHER ORDERED that Global Water - Palo Verde Utilities Company, Valencia 

Water Company - Greater Buckeye Division, Willow Valley Water Company, Inc., Global Water - 

Santa Cruz Water Company, Water Utility of Greater Tonopah, Inc., and Valencia Water Company - 

Town Division shall provide adequate training to all customer service representatives to ensure that 

customers who make inquiries will receive adequate, timely, and accurate explanation of the effects 

the new six tier rate design and the volumetric rebate threshold will have on their bills. 

IT IS FURTHER ORDERED that Global Water - Palo Verde Utilities Company, Valencia 

Water Company - Greater Buckeye Division, Willow Valley Water Company, Inc., Global Water - 

Santa Cruz Water Company, Water Utility of Greater Tonopah, Inc., and Valencia Water Company - 

Town Division make quarterly volumetric threshold rebate reports as a compliance item in this 

docket. The quarterly filings shall commence on December 15, 2010, and shall continue until rates 

approved in the Utility's next rate case are effective. The quarterly volumetric threshold rebate report 

shall indicate, by month, the number of invoices prepared, the number of those invoices with 

consumption below the rebate threshold and thus entitled to the volumetric rebate, and the dollar 

amount of rebates provided to customers on those invoices. 

IT IS FURTHER ORDERED that Global Water - Palo Verde Utilities Company shall file, 

along with the new schedules of rates and charges ordered above, the Source Control Program Tariff 

attached to Mr. Symmonds' Direct Testimony at GSS-3. 

IT IS FURTHER ORDERED that Global Water - Palo Verde Utilities Company, Valencia. . -  - - - gq, - -- -- .. . 
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Water Company - Greater Buckeye Division, Willow Valley Water Company, Inc., Global Water - 
Zanta Cruz Water Company, Water UtiIity of Greater Tonopah, Inc., and Valencia Water Company - 

Fown Division shall file within 60 days with the Commission’s Docket Control, as a compliance item 

n this matter, a copy of their Low Income Relief Tariffs for Staffs review and the Commission’s 

:onsideration. 

IT IS FURTHER ORDERED that Valencia Water Company - Greater Buckeye Division, 

Willow Valley Water Companj, Inc., Global Water - Santa Cruz Water Company, Water Utility of 

seater Tonopah, Inc., and Valencia Water Company - Town Division shall file within 60 days with 

.he Commission’s Docket Control, as a compliance item in this matter, a copy of their Demand Side 

Uanagement Program Tariffs for Staff’s review and the Commission’s consideration. The Demand 

Side Management program shall incorporate at minimum 10 Best Management Practices, or their 

:quivalent elements, applicable for each of Applicants’ water systems with average customer counts 

:xceeding 5,000, and at least three Best Management Practices or three equivalent elements, for 

kpplicants’ remaining water systems, for each of Applicants’ systems addressed herein. 

IT IS FURTHER ORDERED that Valencia Water Company - Greater Buckeye Division, 

Willow Valley Water Company, Inc., Global Water - Santa Cruz Water Company, Water Utility of 

Greater Tonopah, Inc., and Valencia Water Company - Town Division shall file within 60 days with 

the Cornmission’s Docket Control, as a compliance item in this matter, a copy of their Meter 

Exchange Fee Tariffs within 60 days for Staffs review and the Commission’s consideration. 

IT IS FURTHER ORDERED that Valencia Water Company - Greater Buckeye Division, 

Willow Valley Water Company, Inc., Global Water - S a n k  Cnrz Water Company, Water UtiIity of 

Greater Tonopah, Inc., and Valencia Water Company - Town Division shall file within 60 days with 

the Commission’s Docket Control, a compliance item in this matter, a copy of their Hydrant Meter 

Deposit Charge Tariffs within 60 days for Staffs review and the Commission’s consideration. 

IT IS FURTHER ORDERED that Global Water - Palo Verde Utilities Company Division 

shall file within 60 days with the Commission’s Docket Control, as a compliance item in this matter, 

a copy of its Unauthorized Discharge Fee Tariff within 60 days for Staffs review and the 

Commission’s consideration. 
- - *  -- - -  - 
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IT IS FURTHER ORDERED that Water Utility of Greater Tonapah shall fiIe, within 12 

months, with the Commission’s Docket Control as a compliance item in this matter, the ADEQ or 

MCESD Approval of Construction for a storage tank with a minimum storage capacity of 3,750 

gallons for its Roseview system (PWS 07-082). 

IT IS FURTHER ORDERED that Global Water - Palo Verde Utilities Company shall use the 

depreciation rates delineated on the schedule attached hereto and incorporated herein as Exhibit C. 

IT IS FURTHER ORDERED that Valencia Water Company - Greater Buckeye Division, 

Willow Valley Water Company, Inc., Global Water - Santa Cruz Water Company, Water Utility of 

Greater Tonopah, Inc., and Valencia Water Company - Town Division shall use the depreciation 

rates delineate& on the schedule attached hereto and incorporated herein as Exhibit D. 

IT IS FURTHER ORDERED that Valencia Water Company - Greater Buckeye. Division 

shall file with within 90 days, as a compliance item with the Commission‘s-Docket Control, a 

detailed plan demonstrating how the Sun ValIey/Sweetwater I (PWS 07-195) and Sweetwater IT 

(PWS 07-129) water systems will reduce their water loss to less than 10 percent. I f  Valencia Water 

Company - Greater Buckeye Division finds that reduction of water loss to less than 10 percent is not 

cost effective in a system, it shall file within 90 days, as a compliance item with the Commission’s 

Docket Control, a detailed cost analysis and explanation for each system demonstrating why water 

loss reduction to less than 10 percent is not cost effective. In any event, water loss shall not exceed 

15 percent. 

IT IS FURTHER ORDERED that Willow Valley Water Company, Inc. shall file with within 

90 days, as a compliance item with the Commission’s Docket Control, a detailed plan demonstrating 

how the King Street (PWS 08-040), and Lake Cimarron, (PWS 08-129) water systems will reduce 

their water loss to less than 10 percent. If Willow Valley Water Company, Inc. finds that reduction 

of water loss to less than 10 percent is not cost effective in a system, it shall file within 90 days, as a 

compliance item with the Commission’s Docket Control, a detailed cost analysis and explanation for 

each system demonstrating why water loss reduction to less than 10 percent is not cost effective. In 

any event, water loss shall not exceed 15 percent. 

IT IS FURTHER ORDERED that-Water Utility of Greater Tonopah, Inc. shall file with 
- - -  - -  - 
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&thin 90 days, as a compliance item with the Commission’s Docket Control, a detailed plan 

lemonstrating how the Garden City (PWS 07-037), West Phoenix Estates #1, West Phoenix Estates 

f6, (PWS 07-733), Tufte (PWS 07-617), Buckeye Ranch (PWS 07 618), and Dixie (PWS 07-030) 

vater systems will reduce their water loss to less than 10 percent. If Water TJtility of Greater 

ronopah, Inc. finds that reduction of water loss to less than 10 percent is not cost effective in a 

iystem, it shall file within 90 days, as a compliance item with the Commission’s Docket Control, a 

letailed cost analysis and explanation for each system demonstrating why water loss reduction to less 

han 10 percent is not cost effective- In any event, water loss shall not exceed 15 percent 

IT IS FURTHER ORDERED that a generic investigation shall be commenced which looks at 

low best to. achieve the Commission’s objectives with regard to encouraging the acquisition of 

soubled water companies and the development of regional innfrastructure where appropriate. As part 

,f this proceeding, the workshop shall address whether IGFAs, or other mech&isms, if properly 

Legregated and accounted for, could be utilized to finance the actual acquisition of troubled water 

;ompanies, and a portion of the carrying costs associated with the unused water and wastewater 

acilities or infrastructure determined to meet the Commission’s objectives in this regard. Therefore, 

Ne will require Staff to notice and facilitate, and Global to participate in, stakeholder workshops 

jesigned ta address these issues, and make recommendations to the Commission on the issues 

liscussed in the workshops, including whether it is appropriate to adopt the recommendations in the 

sext Global Utility rate case, as well as other future rate cases. The workshops shall be noticed and 

ield in the existing Generic Docket. 

IT fS FURTHER ORDERED that Staff shall, within 30 days, provide notice to the parties to 

the Generic Docket, and to other stakeholders, of new workshops in Docket No. W-OOOOOC-06-0149, 

€or stakeholder workshops designed to address the issues set forth in Findings of Fact No. 84. 

Following the conclusion of the workshops, Staff shall, within 90 days, make recommendations to the 

Commission on the issues discussed in the workshops, including whether it is appropriate to adopt 

the recoinmendations in the next Global IJtility rate case, as well as other future water cases. 

. . .  

... 
- - - -  -- - . -  
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IT IS FURTHER ORDERED that if the C o d s s i o n  workshop results in future treatment of 

CFAs that is different than the result in this case, the Applicants may request review of the ICFAs 

ubject to this Order in a fbture rate case for setting prospective rates consistent with the 

ecommendations adopted from the future workshop process. 

IT IS FURTHER ORDERED that this Decision shall become effective immediately. 

BY ORDER OF THE ARIZONA CORPORATION COMMISSION. 

IN WITNESS WHEREOF, I, ERNEST G. JOHNSON, 
Executive Director of the Arizona Corporation Commission, 
have hereunto set my hand and caused the official seal of the 
Commissi n to be affixed at the Capitol, in the City of Phoenix, 
this day of && ,2010. 

XSSENT 

DISSENT 
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SERVICE LIST FOR 

DOCKET NOS.: 

GLOBAL WATER - PAL0 VERDE UTILITIES 
COMPANY, VALENCIA WATER COMPANY - 

VALLEY WATER COMPANY; GLOBAL WATER - 
GREATER BUCKEYE DIVISION; WILLOW 

SANTA CRUZ WATER COMPANY; WATER 
UTILITY OF GREATER TONOPAH; and VALENCIA 
WATER COMPANY - TOWN DIVISION 

SW-20445A-09-0077; W-0245 1A-09-0078; W-01732A- 
09-0079; W-20446A-09-0080; W-0245OA-09-0081 and 
W-O1212A-09-0082 

Michael W. Patten 
Timothy Sabo 
ROSKHA, DEWULF & PATTEN, PLC 
One Arizona Center 
400 East Van Buren Street, Suite 800 
Phoenix, AZ 85004 
Attorkeys for Global Utilities 

Jodi Jerich, Director 
RESIDENTIAL UTILITY CONSUMER OFFICE 
11 10 West Washin on Street, Suite 220 
Phoenix, AZ 8500 f 
Gre Patterson d WATER UTILITY ASSOCLATION 
OF ARIZONA 
916 West Adams, Suite 3 
Phoenix, AZ 85007 

Garry D. Ha es 

1702 East Highland Avenue, Suite 3 16 
Phoenix, AZ 85016 
Attorney for New World Properties 

LAW OFFI~ES OF GARRY D. HAYS, PC 

Rick Fernandez 
25849 W. Bur ess Lane 
Buckeye, A2 B 5326 

Court S.  Rich 
ROSE LAW GROUP, INC. 
6613 N. Scottsdale Rd., Suite 200 
ScottsdaIe, AZ 85250 
Attorneys for the City of Maricopa 

Janice Award, Chief Counsel 
Legal Division 
ARIZONA CORPORATION COMMISSION 
1200 West Washington Street 
Phoenix, AZ 85007 

Steve M. Olea, Director 
Utilities Division 
ARIZONA CORPORATION COMMISSION 
1200 West Washington Street 
Phoenix, AZ 85007 
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DOCKET NO. SW-20445A-09-0077 ET AL. 

EXHIBIT B 

CALCULATION OF ICFA RATE BASE ADJUSTMENTS 
(Source: Company response to LJ-3.1 Oa) 

WATER UTILITY OF GREATER TONOPAH 

ICFA Fees Collected by Contract: 

2006-0939440 HUC and WUGT 
2006-0939366 HUC and W G T  
2008-0061205 HUC and W G T  
2008-0679693 HUC and WUGT 

i 

Hassayampa Utilities Net Plant (a) 
Water Utility Greater Tonopah Net Plant 

Total Plant 

2006-0939440 WUGT Allocation 
2006-09 39366 WUGT Allocation 
2008-006 1205 WUGT Atlocation 
2008-0679693 WUGT Atlocation 

Total WUGT Rate Base Adjustment 

PAL0 VERDE AND SANTA CRUZ 
(Source: Company response to W-3.1Oa) 

ICFA fees Collected from Maricopa 
(Excluding Picacho Cove) 

Palo Verde Net Plant (Schedule E-I) 
Santa CNZ Net Plant (Schedule E-1) 

Total 

Palo Verde Allocation 
Santa Cruz Allocation 

$ 5,819,850 
$ 2,531,250 
$ 500,000 
$ 375,000 
$ 9,226,100 

$ 1,440,781 
$ 4,764,594 
$ 6,205.375 

$ 5,819,850 
$ 2,531,250 
$ 500,000 
$ 375,000 

$ .49,982,522 

$ 108,965,553 
$ 105,113,290 
$ 214,078,843 

$ 49,982,522 
$ 49,982,522 

Palo Verde excess capacity RB reduction - Company $ 14,449,976 
Santa Cnlz excess capacity RB reduction - Company $ 17,941,342 

Total $ 32,391,318 

Total Palo Verde Rate Base Adjustment 
(Allocated ICFA fees less excess capacity adj.) 
($25,440,969 minus $14,449,976) 

Total Santa Cruz Rate Base Adjustment 
(Allocated ICFA fees less excess capacity adj.) 
($24,541,553 minus $17,941,342) 

23.2% 
76.8% 

76.8% 
76.8% 
76.8% 
76.8% 

50.9% 
49.1 % 

50.9% 
49.1% 

(a) Hassayampa Utilities (HUC) is a Global subsidiary not included in this rate case. 

. 

$ 4,469,645 
$ 1,944,000 

$ 288,000 
$ 7,085,645 

$ 384,000 

$ 25,441,104 
$ 24,541,418 

$ 10,991,128 

$ 6,600,076 



DOCKET NO. SW-20445A-09-0077 ET AL. 

ExHrBm C 

Table Gl. Wastewater Depreciation Rates 

4 

NOTE: Acct. 398, Other Tangible Plant may vary from 5% to 50%. The depreciation rate 
would be set in accordance with the specific capital item in this account. 
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-..EXHIBIT D 

Table B. Depreciation Rates 
c 

NARUC 
Acct. No. Depreciable Plant 

. .  

. .  

NOTES: 
. 1. These depreciation rates represent average expected. rates. Water companies may experience 

different rates due to variations in construction, environment, or the physical and chemical 
characteristics of the water. - .  

2. Acct 348, Other Tangible Plant may vary fiom 5% io 50%. The depreciation rate would be set in 
accordance with the specific capital items in this account. 

- - - ~- - 
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DOCKET NO. SW-20445A-09-0077 ET AL. .’. 

EXHIBIT “E” 

1 GLOBAL WATER - PAL0 VERDE UTILITIES COMPANY i 
BASIC SERVICE CHARGE: 

518” x 314” Meter 
314” Meter 

I” Meter 
1-1/2” Meter 

2” Meter 
3” Meter 
4” Meter 
6” Meter 
8’’ Meter 

PHASE IN RATES: 
518” x 314“ Meter 

314” Meter 
1 ” Meter 

1 - 1 ,CY Meter 
2” Meter 
3” Meter 
4” Meter 
6“ Meter 
8” Meter I 

$ 62.91 
62.91 

157.28 
3 14.55 
503.28 

1,006.56 
1,572.75 
3,145.50 
5,032.80 

5 

August 1.2010 
$42.97 
42.97 

107.43 
214.85 
343.76 
687.52 

1,074.25 
2,148.50 
1,677.60 

Januarv 1,2011 
$52.94 
52.94 

132.35 
264.70 
423.52 
847.04 

1,323.50 
2,647.00 
3,355.20 

January 1.2012 
, $ 62.91 

62,91 .-I j- 
157.28 w 

3 14.55 
503.28 

1,006.56 
1,572.75 
3,145.50 
5,032.80 

9 

$ 185.74 
0.57 

EFFLUENT CHARGE: 
All Gallons (Per Acre Foot) 
All Gallons (Per 1,000 Gallons) 

SERVICE CHARGES: 
I Esfab lishment 
I 

Establishment (After Hours) 
Re-establishment of Service (Within 12 Months) 
Reconnection of Service (Delinquent) 
Reconnection of Service-After Hours (Delinquent) 
After Hours Service Charge, Per Hour * 
Deposit 
NSF Check 
Late Payment Charge (Per Month) 
Deferred Payment (Per Month) 

$ 35.00 
50.00 

3 5 .OO 
50.00 
50.00 

30.00 
1.5% 
1.5% 

(a) 

coi 

(a) 
(b) Per A.A.C. R14-2-603(B) 

Number of Months off System times the Monthly Minimum per A.A.C. R14-2-603(D). 

* For AAer Hours Service Calls for work performed on the customer’s property; not to be charged in addition to an 
establishment or a reconnection after hours charge. 

~ _ .  
- .  . .- . 
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DOCKET NO. SW-20445A-09-0077 ET AL. ” 

I VALENCIA WATER COMPANY - GREATER BUCKEYE DMSION I. 
MONTHLY USAGE CHARGE: 

Meter Size (All Classes) 
518” x 314” Meter 

314” Meter 
1” Meter 

1-112” Meter 
2” Meter 
3” Meter 
4” Meter 
6” Meter 

$ 27.72 
27.72 
69.30 

138.60 
221.76 
443.52 
693 .OO 

1,386.00 

COMMODFI‘Y RATE CHARGES (Per 1.000 Gallons): 
Potable Water - All Meter Sizes and Classes Rate Block 

Tier One Breakover 1,000 Gallons 
Tier Two Breakover 5,000 Gallons 
Tier Three Breakover 10,000 Gallons 
Tier Four Breakover 18,000 Gallons 
Tier Five Breakover 25,000 Gallons 
Tier Six Breakover 999,999,999 

Conservation Rebate Threshold (“CRY) 
Commodity Rate Rebate (applied if consumption is below the CRT): 
Non-Potable Water - All Meter Sizes and Classes 

All Gallons (Per Acre Foot) 
All Gallons (Per 1,000 Gallons) 

SERVICE LINE AND METER INSTALLATION CHARGES: 
(Refundable Pursuant to A.A.C. R14-2-405) 
Meter Size 

518” x 314” Meter 
314“ Meter 

1 ” Meter 
1 -1E’ Meter 

2” Turbine 
2” Compound 

3” Turbine 
3” Compound 

4” Turbine 
4” Compound 

6” Turbine 
6“ Compound 
8” &Larger 

Service Line Charms 
$ 445.00 

SERVICE CHARGES: 
Establishment 
Establishment (After Hours) 
Re-establishment of Service (Within 12 Months) 
Reconnection of Service (Delinquent) 
Reconnection of Service-After Hours (Delinquent) 
Meter Move at Customer Request 
After Hours Service Charge, Per Hour * 
Deposit 
Meter Re-Read (If Correct) 
Meter Test Fee (If Correct) 
NSF Check 
Late Payment Charge (Per Month) 
D e f d  Payment (Per Month) 

445.00 
495.00 
550.00 
830.00 
830.00 

1,045.00 
1,165.00 
1,490.00 
1,670.00 
2,210.00 
2,330.00 
At Cost 

9,001 Gallons 
.45% 

ii 

Volumetric C h a m  
$ 1.35 

2.55 
3.75 
4.95 
6.15 
7.35 

Volumetric Charee 
$.185.74 

.57 

Meter Charges Total Charpes 
$ 155.00 $ 600.00 

255.00 700.00 
315.00 810.00 
525.00 

1,045.00 
1,890.00 
1,670.00 
2,545.00 
2,670.00 
3,645.00 
5,025.00 
6,920.00 
At Cost 

1,075.00 
1 , 875 .OO 
2,720.00 
2,7 15.00 
3,7 10.00 
4,160.00 
5,3 15.00 
7,235.00 
9,250.00 
At Cost 

(a) Number of Months off System times the Monthly Minimum per A.A.C. R14-2-403(D). 

$ 35.00 
50.00 
(4 

35.00 
50.00 
(b) 

50.00 
(4 

30.00 
30.00 
30.00 
1.5% 
1.5% 

@) Cost to include parts, labor, overhead and all applicable taxes per A.A.C. Rl4-2-405(B)(S) 
(c) Per A.A.C. R14-2-403(B) * For After Hours Service Calls for work performed on the customer’s property; not to be charged in addition to an 

establishment or a reconnection after hours charge. - _. 

. . .. . .. . . 
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~ 

WILLOW VALLEY WATER COMPANY, INC. 
MONTHLY USAGE CHARGE: I 

Meter Size (AI1 Classes) 
518” x 3/4” Meter $ 21.12 

314” Meter 21.12 
1” Meter 52.80 

1-112” Meter 105.60 
2” Meter 168.96 
3” Meter 337.92 
4” Meter 528.00 
6” Meter 1,056.00 
8” Meter 2,112.00 i 

COMMODITY RATE CHARGES (Per 1.000 Gallonsl: 
Potable Water -All Meter Sizes and Classes Rate Block Volumetric Charee 

Tier One Breakover 1,000 Gallons $ 1.48 
Tier Two Breakover 5,000 Gallons 2.99 
Tier Three Breakover 10,000 Gallons 4.5 I 

Tier Five Breakover 25,000 Gallons 7.50 
.: L Tier Four Breakover 18,000 Gallons 6.00 z:3 

Tier Six Breakover 999,999,999 9.00 
Conservation Rebate Threshold (“CRT”) 6,401 Gallons 

45% Commodity Rate Rebate (applied if consumption is below the CRT): 
Non-Potable Water - -s 

All Gallons (Per Acre Foot) 
All GalIons (Per 1,000 Gallons) 

SERVICE LINE AND METER INSTALLATION CHARGES: 
(Refimdable Pursuant to A.A.C. R14-2-405) 
Meter Size Service Line Charges 

518” x 3/4” Meter $ 445.00 
3/4” Meter 445.00 

1” Meter 495.00 
550.00 

2” Turbine 830.00 
2” Compound 830.00 

3” Turbine 1,045.00 
3” Compound 1,165.00 
4” Turbine 1,490.00 

4” Compound 1,670.00 

6” Compound 2,330.00 
8” andLarger At Cost 

1 - 1 f2” Meter 

6” Turbine 2,2 10.00 

SERVICE CHARGES 
Establishment 
Establishment (After Hours) 
Re-establishment of Service (Within 12 Months) 
Reconnection of Service (Delinquent) 
Reconnection of Service-After Hours (Delinquent) 
Meter Move at Customer Request 
After Hours Service Charge, Per Hour * 
Deposit 
Meter Re-Read (If Correct) 
Meter Test Fee (If Correct) 
NSF Check 
Late Payment Charge (Per Month) 
Deferred Payment (Per Month) 

Volumetric Charee 
.% 185.74 - - - . . . . 

.57 

Meter Charges 
$ 155.00 
255.00 
315.00 
525.00 

1,045.00 
1,890.00 
1,670.00 
2,545.00 
2,670.00 
3,645.00 
5,025.00 
6,920.00 
At Cost 

Total Charges 
$ 600.00 
700.00 
810.00 

1,075.00 
1,875.00 
2,720.00 
2,715.00 
3,7 10.00 
4,160.00 
5,3 15.00 
7,235.00 
9,250.00 
At Cost 

$ 35.00 
50.00 
(4 
35.00 
50.00 
(b) 
50.00 
(c) 
30.00 
30.00 
30.00 
1.5% 
1.5% 

(a) Number of Months off System times the Monthly Minimum per A.A.C. R14-2-403(D). 
(b) Cost to include parts, labor, overhead and all applicable taxes per A.A.C. R14-2-405@)(5) 
(c) Per A.A.C. R14-2-403(B) 
* For After Hours Service Calls for work performed on the customer’s property; not to be charged in addition to an 

estabIishment or a reconnection after hours charge. - -- 
- I -  - DECISION NO. 71878- s z g g  I - 
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DOCKET NO. SW-20445A-09-077 ET AL. .‘- 
EXHIBIT “E” 

I GLOBAL WATER - SANTA CRUZ WATER COMPANY r - .  

MONTHLY USAGE CHARGE: 
Meter Size (All Classes) 

518“ x 314“ Meter $ 27.68 
314” Meter 27.68 

I” Meter 69.20 
1-1/2” Meter 338.40 

2” Meter 22 1.44 
3” Meter 442.88 
4” Meter 692.00 
6” Meter 1,384.00 
8” Meter 2,768.00 

COMMODITY RATE CHARGES mer 1,000 Gallons): ’1 

Potable Water -All Meter Sizes and Classes Rate Block Volumetric Charge 
Tier One Breakover 1 ,OOO Gallons $ 1.30 

Tier Three Breakover 10,000 Gallons 2.94 
Tier Four Breakover 18,000 Gallons 3.76 

Tier Two Breakover 5,000 Gallons 2.12 

Tier Five Breakover 25,000Gallons - . 4.58 -7 - 
Tier Six Breakover 999,999,999 5.48 3 

Conservation Rebate Threshold (.,CRT”) 
Commodity ate rebate (applied if consumption is below the CRT): 

All Gallons (Per Acre Foot) 
A11 Gallons (Per 1,000 Gallons) 

Non-Potable Water -All Meter Sizes and Classes 

SERVICE LINE AND METER INSTALLATION CHARGES: 
(Rebdable Pursuant to A.A.C. R14-2-405) 

Meter Size 
5/8”x 314” Meter 

314” Meter 
1” Meter 

1-112” Meter 
2” Turbine 

2” Compound 
3” Turbine 

3” Compound 
4” Turbine 

4” Compound 
6” Turbine 

6” Compound 
8” andLarger 

Service Line Charpes 
$ 445.00 
445.00 
495.06 
550.00 
830.00 
830.00 

1,045.00 
1,165.00 
1,490.00 
1,670.00 
2,210.00 
2,330.00 
At Cost 

SERVICE CHARGZS: 
Establishment 
Establishment (After Hours) 
Re-establishment of Service (Within 12 Months) 
Reconnection of Service (Delinquent) 
Reconnection of Service-After Hours (Delinquent) 
Meter Move at Customer Request 
After Hours Service Charge, Per Hour * 
Deposit 
Meter Re-Read (If Correct) 
Meter Test Fee (If Correct) 
NSF Check 
Late Payment Charge (Per Month) 
Deferred Payment (Per Month) 

7,OO 1 Gallons 
65% 

Volumetric Chawe 
’ $  185.74 

. -.57 

Meter Charges 
$ 155.00 
255.00 
315.00 
525.00 

1,045.00 
1,890.00 
1,670.00 
2,545.00 
2,670.00 
3,645.00 
5,025.00 
6,920.00 
At Cost 

Total Charges 
$ 600.00 

700.00 
810.00 . 

1,075.00 
1,875.00 
2,720.00 
2,715.00 
3,7 10.00 
4,160.00 
5,3 15.00 
7235.00 
9J50.00 
At Cost 

$ 35.00 
50.00 
(4 
35.00 
50.00 

(a) Number of Months off System times the Monthly Minimum per A.A.C. R14-2-403(D). 
(b) Cost to include parts, labor, overhead and all applicable taxes per A.A.C. R14-2-405(B)(S) 
(c) Per A.A.C. Rf4-2-403(B) 
* For After Hours Service Calls for work performed on the customer’s property; not to be charged in addition to an 

establishment or a reconnection after hours charge. 

- 
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EXHIBIT “E” 
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314’’ Meter 22.55 
1” Meter 56.38 

112.75 
2” Meter 180.40 
3” Meter 360.80 
4” Meter 563.75 
6” Meter 1,127.50 
8” Meter 2,255.00 

1 - 1 J2” Meter 

COMMODITY RATE CHARGES (Per 1,000 Gallons): 
Potable Water - All Meter Sizes and Classes Rate Block 
Tier One Breakover 1,000 Gallons 
Tier Two Breakover 5,000 Gallons 
Tier Three Breakover 10,000 Gallons 
Tier Four Breakover 18,000 Gallons 
Tier Five Breakover 25,000 Gallons 
Tier Six Breakover 999,999,999 
Conservation Rebate Threshold (“CRY) 
Commodity Rate Rebate (applied if consumption is below the CRT): 

N-- All Meter Sizes and Classes 
All Gallons (Per Acre Foot) 
All Gallons (Per 1,000 Gallons) 

SERVICE LINE AND METER INSTALLATION CHARGES: 
(Refundable husuant to A.A.C. R14-2-405) 

Meter Size 
5/8” x 3/4” Meter 

31’4” Meter 
1” Meter 

1-I/2” Meter 
2” Turbine 

2” Compound 
3” Turbine 

3” Compound 
4” Turbine 

4” Compound 
6” Turbine 

6” Compound 
8” andLarger 

Service Line Charpes 
$ 445.00 
445.00 
495.00 
550.00 
830.00 
830.00 

1,045.00 
1,165.00 
1,490.00 
1,670.00 
2,2 10.00 
2,330.00 
At Cost 

Volumetric Charge 
$ 1.18 

1.99 
2.89 
3.80 
4.68 
5.54 

7,401 Gallons 
45% 

Volumetric Charge 
$. 185.74 

.57 

Meter Cherees 
$ 155.00 

255.00 
315.00 
525.00 

1,045.00 
1,890.00 
1,670.00 
2,545.00 

3,645.00 
5,025.00 
6,920.00 
At Cost 

. 2,670.00 

Total Chames 
$ 600.00 

700.00 
810.00 

1,075.00 
1,875.00 
2,720.00 
2,715.00 
3,710.00 
4,160.00 
5,3 15.00 
7,235.00 
9,250.00 
At Cost 

SERVICE CHARGES: 
Establishment $ 35.00 . 
Establishment (After Hours) 50.00 
Reestablishment of Service (Within 12 Months) (a) 
Reconnection of Service (Delinquent) 35.00 
Reconnection of Service-After Hours (Delinquent) 50.00 
Meter Move at Customer Request (b) 
After Hours Service Charge, Per Hour * 50.00 
Deposit (c) 
Meter Re-Read (If Correct) 3 0.00 
Meter Test Fee (If Correct) 30.00 
NSF Check 30.00 
Late Payment Charge (Per Month) I .5% 

(a) Number of Months of€ System times the Monthly Minimum per A.A.C. R14-2-403(D). 
0) Cost to include parts, labor, overhead and all applicable taxes per A.A.C. R14-2-405(B)(S) 
(c) Per A.A.C. R14-2-403(B) 
* For After Hours Service Calls for work performed on the customer’s property; not to be charged in addition to an 

establishment or a reconnection after horn charge. 

Deferred Payment (Per Month) 1.5% 

..-- 
.l._ - 
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DOCKET NO. SW-20445A-09-077 ET AL. 
EXHIBIT &E’’ I .  I 

I 

I I VALENCIA WATER COMPANY TOWN DIVISION l 3  I 
! .  

I 518” x 314“ Meter $ 30.88 
I 314‘’ Meter 30.88 
I 1” Meter 97 20 

MONTHLY USAGE CHARGE: 
I Meter Size (All Classes] 

I 1 - I E’ Meter 154.40 
I 

I 

t 

2” Meter 247.04 
3” Meter 494.08 
4“ Meter 772.00 
6” Meter 1,544.00 
8” Meter 3,088.00 

COMMODITY RATE CHARGES (Per 1.000 Gallons): Rate Block 

Tier One Breakover 1,000 Gallons 
Tier Two Breakover 5,000 Gallons 
Tier Three Breakover 10,000 Gallons 
Tier Four Breakover 18,000 Gallons 
Tier Five Breakover 25,000 Gallons 
Tier Six Breakover 999,999,999 

Conservation Rebate Threshold (“CRT”) 
Commodity Rate Rebate (applied if consumption is below the CRT): 
Non-Potable Water - All Meter Sizes and Classes 
All Gallons (Per Acre Foot) 
All Gallons (Per 1,000 Gallons) 

Potable Water -All Meter Sizes and CIasses 

SERVICE LINE AND METER INSTALLATION CHARGES: 
(Refkdable Pursuant to A.A.C. Rl4-2-405) 
Meter Size Service Line Charges 

518” x 3/4” Meter $ 445.00 
314” Meter 

1” Meter 
1 - 1/2” Meter 

2” Turbine 
2” Compound 

3” Turbine 
3” Compound 

4” Turbiie 
4” Compound 

6” Turbine 
6” Compound 
8” andLarger 

SERVICE CHARGES: 
Establishment 
Establishment (After Hours) 
Re-establishment of Service (Within 12 Months) 
Reconnection of Service (Delinquent) 
Reconnection of Service- After Hours (Delinquent) 
Meter Move at Customer Request 
After Hours Service Charge, Per Hour * 
Deposit 
Meter Re-Read (If Correct) 
Meter Test Fee (If Correct) 
NSF Check 
Late Payment Charge (Per Month) 
Deferred Payment (Per Month) 

445.00 
495.00 
550.00 
830.00 
830.00 

1,045.00 
1,165.00 
1,490.00 
1,670.00 
2,2 10.00 
2,330.00 
At Cost 

Volumetric Charge 
$ 1.10 

1.98 
2.85 
3.83 
4.90 
6.02 

6,701 Gallons 
59% 

Volumetric Charge 
$185.74 

. .57 

. .  
. i  

t 

Meter Chawes 
$ 155.00 

255.00 
315.00 
525.00 

1,045.00 
1,890.00 
1,670.00 
2,545.00 
2,670.00 
3,645.00 
5,025.00 
6,920.00 
At Cost 

Total Charpes 
$ 600.00 

700.00 
’ 810.00 
1,075.00 
1,875.00 
2,720.00 
2,715.00 
3,710.00 
4,160.00 
5,3 15.00 
7.23 5 -00 
9,250.00 
At Cost 

$ 35.00 
50.00 

(a> 
35.00 
50.00 
(3) 

50.00 
(c) 

3 0 .OO 
30.00 
30.00 
t .5% 

Number of Months off System times the Monthly Minimum per A.A.C. R14-2-403p). 
Cost to include parts, labor, overhead and all applicable taxes per A.A.C. R14-2-405@)(5) 
Per A.A.C. R14-2-403(B) 
For After Hours Service CaUs for work performed on the customer’s property; not to be charged in addition to 
an estabkhment or a reconnection after hours charge. - 
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DECISION NO. 6 I 4 3 
OPINION AND ORDER 

Arizona Corporation Commission 
BEFORE THE e WRATlON COMMISSION 

:ARL J. KUNASEK 
CHAIRMAN SEP 1 7  1999 

IPPE ARANCES: FENNEMORE CRAIG, by Mr. Jay L. Shapiro, on behalf of 
Applicants, Palo Verde Utilities Company and Santa Cruz 
Water Company; and 

Mr. Peter A. Breen, Staff Attorney, Legal Division, on behalf of 
the Utilities Division of the Arizona Corporation Commission. 

3Y THE COMMISSION: 

On June 22, 1998, Palo Verde Utilities Company (“PVU”’) and Santa Cruz Water Company 

:“SCW’)’ each filed with the Arizona Corporation Commission (“Commission”) an application for a 

Zertificatp of Convenience and Necessity (“Certificate”) to provide public wastewater treatment and 

water service, respectively, and for approval to issue common stock. 

On February 26, 1999, the Commission’s Utilities Division (“Stafl”) filed a Motion to 

Consolidate (“Motion”) the above-captioned matters for purposes of hearing. 

On March 4, 1999, by Procedural Order, PW’s and SCW’s applications were consolidated 

tbr purposes of hearing. Further, Applicants were ordered to provide notice of the applications and 

I Hereinafter, P W and SCW referred to as Applicants. 
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On April 7, 1999, Staff filed its Staff Report recommending approval of the applications ib* 

the Certificates herein after a hearing.2 

On April 28, 1999, a full public hearing took place before a duly authorized Hearing OMicer 

of the Commission at its offices in Phoenix, Arizona. Applicants and Staff appeared with counsel. 

At the conclusion of the proceeding, the matters were taken under advisement pending submission of 

a Recommended Opinion and Order to the Commission. 
* * * * * * * * * * 

Having considered the entire record herein and being hlly advised in the premises, the 

Commission finds, concludes, and orders that: 

FINDINGS OF FACT 

1. On January 22, 1998, P W  and SCW filed applications for Certificates authorizing 

hem to construct, operate, and maintain facilities to provide wastewater treatment and water service 

o the public. in an area of approximately 1,640 acres in an unincorporated area of Pinal Cou 

kizona which is more fully described in Exhibit A, attached hereto and incorporated by referen~e.~ 

2. PVU and SCW are Arizona corporations that were incorporated by Mr. Michael 

Xeinbold who is a principal in Pecan Valley Investments L.L.C. (“Pecan”), a limited liability 

:ompany, that will be the sole owner of the stock of the two Applicants. 

3. Mr. Reinbold is also a principal in another corporation, RHS Properties, Inc., which 

Logether with El Dorado Holdings, Inc. is involved in ajoint venture to develop the area described in 

Exhibit A as a master planned 6,000 unit subdivision known as Rancho El Dorado (“Rancho”). 

4. Rancho’s developers are also planning to develop a commercial village center and an 

18-hole championship golfcourse with a 25 acre lake. Several schools will also be built in the area 

sought to be certificated. 

5. Applicants are projecting customer growth of 242 customers in their first year of 

7 Although Staff inadvertently neglected to include in its recommendations in the Staff Report 
approval of the financing applications, Staff recommended their approval at the hearing. 

The area described in Exhibit A is located near the community of Maricopa and is located minutes f?om 2 

Interstate 10 and Chandler, Arizona. 

2 DECISION NO. b/fq-3 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

. _  12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

7% 

DOCKET NO. SW-03575A-98-0327 ET AL. 

operations and adding 242 customers per year thereafter. 

approximately 1,2 10 residential customers by the fifth year of operations. 

Applicants project there will be 

6.  There are no other public or municipal wastewater treatment or water utilities in or 

near the area sought to be certificated herein that can provide the required services to the area 

described in Exhibit A. 

7. Rancho’s developers have secured the necessary zoning permits for construction in the 

area described in Exhibit A. 

8. P W  and SCW have obtained their required franchises from the Pinal County Board 

of Supervisors which wiII permit them to construct their facilities within the public rights-of-way. 

9. The poposed certificated area is located within the Pinal County Active Management 

kea. Mr. Reinbold testified that there are approximately five wells located within the area described 

n Exhibit A and that hydrology studies have revealed that SCW will have adequate water to supply 

ts customers. 

10. Although Applicants have no direct experience owning and operating public water and 

wastewater facilities, Mr. Reinbold has previously been involved in the development of their 

nfiastructure and has been engaged in discussions with Aqua Source, a California-based company, 

Nith experience in the operation of public utilities, to provide for their day to day management. 

11. Although Rancho’s development will take place in five phases, Mr. Reinbold 

mvisions a million gallon reservoir being constructed for each of the first two phases of development 

For the water utility and 300,000 gallons per day of sewage treatment capacity for the first phase and 

150,000 gallons per day of added sewage treatment capacity by the end of the second phase of 

development. 

12. As the joint venture partners develop Rancho, large parcels of land will be sold off to 

between five and seven major home building companies that will actually build the homes within the 

fevelopment. 

13. PVU and SCW have secured the services of a certified operator approved by the 

Arizona Department of Environmental Quality (“ADEQ) who will be responsible for operating both 

the wastewater treatment and water facilities. 

3 DECISION NO. b/yfz 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

38 

DOCKET NO. SW-03575A-98-0327 ET AL. 

14. Neither PVU nor SCW have secured a Certificate of Approval to Construct (‘%Ar 

torn ADEQ for either system. SCW has not secured a Certificate of Assured Water Supply 

“CAWS”) issued by the Arizona Department of Water Resources (“ADWR”) to any home builders 

)r developers that are ready to proceed with construction. 

15. While the construction plans and cost figures for both the wastewater treatment system 

md the water utility appear to be reasonable and appropriate, there is no evidence with respect to 

whether the proposed plant in service will be “used and useful” and such determination will have to 

,e made during a future rate proceeding. 

16. The initial rates and charges for SCW’s and PW’s water and wastewater treatment 

:ervices, respectively, as recommended by Staff and as proposed by 4pplicants are as follows: 

WATER RATES 

Proposed Rates 
- sew - Staff 

MONTHLY USAGE CHARGE: 

518” x ?4” Meter 
W Meter 
1 ” Meter 

1 !4” Meter 
2” Meter 
3” Meter 
4” Meter 
6” Meter 

$25.00 
25.00 
62.50 
125.00 
200*00 
400.00 
625.00 

1,250.00 

$16.5, 
24.75 
41.25 
82.50 
132.00 
247.50 
412.50 
825.00 

Gallons included in minimum 1,000 0 

Gallonage Charge per 1 ,OOO Gallons $2.60 $2.80 

Construction and standpipe charge $3.60 $2.80 

... 

... 

... 

... 

4 DECISION NO. b/7?3 
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PAYMENT IN LIEU OF REVENUE CHARGE TO BUILDERS AND DEVELOPERS? 

5t8” x Yi” Meter 
%’ Meter 
I *’ Meter 

1 !$’Meter 
2” Meter 
3” Meter 
4“ Meter 
6” Meter 

$ I  ,694.00 
1,694.00 
4,235.00 
8,471 .00 

13,553.00 
27,106.00 
42,353.00 
84,705.00 

SERVICE L M  AND METER INSTALLATION CHARGES: 
(Refundable pursuant to A.A.C. R14-2-405) 

5t8” x %” Meter 
%” Meter 
1” Meter 

I %”Meter 
2” Meter Turbo 
2” Meter Compound 
3” Meter Turbo 
3” Meter Compound 
4” Meter Turbo 
4” Meter Compound 
6“ Meter Turbo 
6” Meter Compound 

SERVICE CHARGE 

Establishment 
Establishment (After Hours) 
Reestablishment (Within 12 Months) 
Reconnection (Delinquent) 
Meter Move at Customer Request 
After Hours Service Charge, per Hour 
Dtposit 
Meter Re-Read (If Correct) 
NSF Check 
Late Payment Charge (Per month) 
Deferred Payment (Per month) 

$400.00 
440.00 
500.00 
715.00 

1,170.0O 
1,700.00 
1,585.00 
2,190.00 
2,540.00 
3,2 1 5 .OO 
4,815.00 
6,270.00 

$25.00 
50.00 

$30.00 

$50.00 

$15.00 
10.00 

1.50% 
1 .SO% 

* 

** 

*** 

$0 
0 
0 
0 
0 
0 
0 
0 

$370.00 
415.00 
480.00 
700.00 

NIA 
$1,760.00 

NIA 
$2,300.00 

N/A 
$3,325.00 

N/A 
$6,430.00 

$25.00 
45.00 

$25.00 

NIA 

$1 5.00 
15.00 

1.50% 
1 SO% 

* 

** 

*** 

* Number of months off system times the monthly minimum per A.A.C. Rl4-2-403(D). 

4 The record established that Applicants are proposing & krifffor the impositioi. af a Payment in Lieu of 
tevenue f“Pi1or”) Charge on builders and developers as their lots arc sold to buyers in order to pay operating expenses to 
ceep the customers’ wastewater treatment and water rates lower than should be charged. Additionally, funds from these 
:barges will be added to subsequent equity investments to pay for the remaining four phases of construction. 
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“or, overhead and all applicable taxes. I 
WASTEWATER TREATMENT RATES 

Proposed Rates 
- PVU - Staff 

MONTHLY USAGE CHARGE: 

5/8”x %”Meter 
?P Meter 
1” Meter 

1 VMeter  
2” Meter 
3” Meter 
4” Meter 
6” Meter 

$33.00 
33.00 
82.50 
165.00 
264.00 
528.00 
825.00 

1,650.00 

$39.00 
58.50 
97.50 
195.00 
312.00 
585.00 
975.00 

1,950.00 

EFFLUENT CHARGE: 

Fer Acre Foot $100.00 NIA 

PAYMENT IN LIEU OF REVENUE CHARGE TO BUILDERS AND DEVELOPERS: 

518” x %” Meter 
W Meter 
1” Meter 

I %”Meter 
2” Meter 
3” Meter 
4” Meter 
6” Meter 

SERVICE CHARGE; 

Establishment 
Reestablishment (Within 12 Months) 
Reconnection (Delinquent) 
After Hours Service Charge, (Per Hour) 
Deposit 
NSF Check 
Late Payment Charge (Per month) 
Deferred Payment (Per month) 

$2,509.00 
2,509.00 
6,272.00 
12,544.00 
20,070.00 
40,l 39.00 
62,718.00 

125,435.00 

$25.00 

$30.00 
50.00 

s10.00 
1 .SO% 
1 .SO% 

* 

** 

$25.00 

$30.00 
50.00 

$1 0.00 
1.50% 
1.50% 

* 

** 

* 
** Per A.A.C. R14-2-603(B). 

17. 

Number of months off system times the monthly minimum per A.A.C. R 14-2-603(~-‘ 

The record established that Applicants are proposing that the funds coltected from the 

6 DECISION NO. .&‘/yfs 
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Pilor charges be treated for accounting purposes as revenues, and permit Applicants to, in effect, 

build their future rate base indirectly with monies paid by the customers of the buiIders and 

developers instead of with investor funds or by means of refundable advances pursuant to the terms 

of main extension agreements with the builders and developers. 

18. PW's and SCW's Pilor charges were initially to be paid to Applicants upon the sale 

of each improved parcel or so called '(super pad" to the major builders and developers. However, 

during the proceeding, Applicants indicated that it would be acceptable to them if these fees are paid 

on a per lot basis as each lot is resold by the builders to the future customers of PVU and SCW. 

19. In this case, Staff recommends that the Commission not approve the use of the 

proposed Pilor charges primarily because Applicants' utility plants would be constructed largely with 

the contributed funds of the builders and developers and not by investor funds, debt or refimdable 

main extension agreements as is normally the case. 

20. Staff further recommends that the proposed Pilor fees should be rejected by the 

Commission because they would be inequitable to PW's and SCW's customers because the hnds 

would be colledted by the homebuilders from the lot buyers and paid to Applicants to fund plant 

construction and pay operating expenses. Subsequently, as utility plant is constructed with customer 

funds, in future rate cases the customers will be required to pay in rates a return on utility plant that 

their own funds have already paid for. 

21. Staff did not dispute that without the Pilor charges proposed by Applicants that PVU 

and SCW could possibly suffer a loss of approximately 1.4 million dollars after five years of 

operations based on Staffs proposed rates and Applicants' projections. 

22. PVU and SCW have five possib!e solutions to offset hypothetical losses as follows: 

first, P W  and SCW can be subsidized, second, Applicants may issue debt; third, Applicants may 

apply for rate relief in order to provide mote revenues to offset projected expenses; fourth, PVU and 

SCW could utilize Commission approved refimdable main extension agreements; and fifth, 

Applicants may use a mixture of all of the preceding solutions, but Applicants did not give any 

indication that they are willing to do so. 

23. Staff is also recommending that PVU and SCW include in their tariffs provisions for 

7 DECISION NO. 51 y q 2  
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Le collection of any privilege, sales, or use tax with respect to their operations of the sewer and w 

tility systems, in accordance with A.A.C. R14-2-409(D)(5) and A.A.C. R14-2-608(D)(~,, 

spectively. 

24. PW’s and SCW’s financing applications seek the Commission’s authorization for 

nancing approval for the issuance of $2,896,301 in equity for PVU and $3,657,676 in equity for 

CW. The proceeds of these stock issuances will be used to fund the construction of the first phase 

f the wastewater and water plants and to establish working capital. 

25. It was then planned that monies from the Pilor fees along with additional equity 

westments by Applicants’ owner would then be used to help fund plant construction during the four 

maining phases planned for the development of Rancho. 

26. According to Mr. Reinbold, if the Commission approves PVU’s and SCW’s proposed 

ites and charges along with the proposed Pilor charges for the utilities, Applicants would be willing 

post appropriate performance bonds reflective of their expenses. 

27. Staff recommends that the Commission authorize PVU to issue up to $2,896,30 

quity and that SCW be authorized to issue up to $3,657,676 in equity as requested in their 

pplications for financing approval. 

28. Although Staffs revenue projections are inconsistent utilizing Staffs rates, Staff 

ielieves that Applicants will see a positive cash flow possibly by the their third year of operations. 

Iowever, Staff believes that Rancho’s developers have the necessary funds to invest in Applicants 

hould the need for subsidization arise. 

29. Staff has recomendcd the co~~i+;onal approval of PVU’s and SCWs applications for 

:ertificates s?s follows: 

0 adopt Staffs recommended rates and charges and order that PVU and SCW 
file tariffs consistent with same without any Pilor charges; 

order that SCW file, within 365 days of the effective date of this Decision, a 
CCPY of the developer’s CAWS issued by ADWR for the first phase of 
development; 

order that PVU and SCW file, within 365 days of the effective date af 
Decision, copies of their CACs for their wastewater treatment and w 
facilities issued by ADEQ for the first phase of development; 

0 
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order that P W  and SCW be author;--c3 to issue up to $2,896,301 and 
$3,657,676, respectively, in eqtiity in order to fhd the first phase of 
development of Rancho; 

order that the conditional certificates approved for P W  and SCW, 
respectively, be null and void if Applicants fail to meet the filing requirements 
for the requisite CAWS and CACs within 365 days of the effective date of this 
Decision; 

order that the Pilor tariffs filed by PVU and SCW be denied; 

order that P W  and SCW maintain their books and records in accordance with 
the NARUC Uniform System of Accounts; 

order that PVU and SCW notify the Director of the Commission’s Utilities 
Division within 30 days from the date that they first provide service to any 
customer; and 

order that PVU and SCW file for rate review within 36 months from the date 
that they provide service to their first customers. 

30. In large part under the circumstances herein, we believe that Staffs recommendations 

with respect to the applications for Certificates and financing approvals for Applicants should be 

ipproved. However, because of the disparities in the evidence with respect to projected revenues and 

:xpenses and because we find that the Pilor tariffs should not be approved due to their inherent 

nequities to PW’s and SCWs customers, we shall authorize those rates and charges proposed by 

4ppIicants together with authorization that P W  and SCW may issue up to an additional $1,214,200 

md $847,000 in equity, respectively, to offset possible shortfalls in their revenue projections needed 

o fund plant constructions costs’ if Applicants do not enter into any main extension agreements with 

milders and developers or use other more conventional means of financing, such as debt. 

31. Additionally, we believe that since the record reveals these are “start up” utilities and 

:hat sinr- --%her the Applicants nor Mr. Reinbold have any prior experience in successfidty 

3perating a public utility, performance bonds in the amount of $118,000 for PVU and $82,000 for 

SCW should ensure that Applicants will be able to continue operations for a reasonable period 

without additional financial support, if necessary.6 

These additional equity investments represent up to 2 years in projected Pilor fees for PW and SCW, 

These sum represent approximately 113 of Applicants’ projected second year operating expenses for 

5 

respectively. 

he respective utilities less depreciation expense. 
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32. Lastly, because we are concerned with projected operational funding dispm.+- 

described by Applicants even with the utilization of their proposed rates and charges, we shall orabl 

that Applicants file for rate review not later than 24 months after they first provide service to any 

mtomer. 

CONCLUSIONS OF LAW 

1. Upon beginning operations, P W  and SCW will be public service corporations within 

the meaning of Article XV of the Arizona Constitution and A.R.S. $0 40-281, 40-282, 40-301 and 

40-302. 

2. The Commission has jurisdiction over P W  and SCW and the subject matter of the 

applications. 

3. 

4. 

Notice of the applications and hearing thereon was given in accordance with the law. 

Applicants are fit and proper entities to receive Certificates authorizing them to 

construct, operate, and maintain facilities to fkmish wastewater treatment and water service to the 

public in the area described in Exhibit A. 

5. The public convenience and necessity require the issuance of Certificates to 

Applicants authorizing them to provide wastewater treatment and water service to the public in the 

area sought to be certificated herein. 

6.  Staffs recommendations, as set forth in Finding of Fact No. 29 should be adopted 

except as modified hereinafter. 

7. 

8. 

9. 

The rates and charges authorized hereinafter are just and reasonable. 

Applicants’ proposed Pilor tariffs should be denied. 

P W  and SCW should file for rate review within 24 months fiom the date they first 

provide wastewater treatment and water service to their first customer. 

10. PVU’s and SCW’s applications for financing approval should be approved as ordered 

below. 

11. The financings approved herein are for lawfid purposes within Applicants’ corporate 

powers, are compatible with the public interest, with sound financial practices, and with the prc 

performance by PVU and SCW of service as public service corporations, and will not impair PVU’s 
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i d  SCW’s ability to perform that service. 

12. The financings approved herein are for the construction of the wastewater treatment 

md water utility systems and are reasonably necessary for those purposes and such purposes are not, 

wholly or inpart, reasonably chargeabIe to operating expenses or to income. 

13. Performance bonds in the amounts of $118,000 for PVU and $82,000 for SCW, are 

-easonably necessary to protect the interest of PW’s and SCW’s prospective customers. 

ORDER 

IT IS THEREFORE ORDERED that the applications of Palo Verde Utilities Company and 

:anta Cruz Water Company for Certificates of Convenience and Necessity authorizing them to 

:onstruct, maintail; -nd operate facilities in order to provide wastewater treatment and water service, 

-espectively, to the public in the area more fully described in Exhibit A be, and are hereby, granted; 

xovided that, within one year of the effective date of this Decision, Santa Cruz Water Company files 

:opy of he requisite Certificate of an &d Water Supply and Applicants file copies of the 

2/ rtificates of Approval to Construct for both the wastewater treatment and water service facilities 

For their first phase of development. 

IT IS FURTHER ORDERED that the approval of the applications of Palo Verde Utilities 

es of Convenience and Necessity shall be Company and Santa Cruz Water Company for Certif 

zxpressly contingent upon Applicants posting, / east fifteen days before they first provide service to 

my customer, a form of performance bond in the amount of $1 18,000 dollars and $82,000, 

respectively, (cash deposit, surety bond, or similar alternative, i.e., certificate of deposit) with the 

Commission to insure that Palo Verde Utilities Company and Santa Cruz Water Company shall meet 

their obligations arising under their Certificates; that in the event Applicants choose to make cash 

deposits, said amounts shall be deposited with a federally insured financial institution and bear 

interest at a commercially acceptable rate; and that the performance bonds shall be maintained until 

Palo Verde Utilities Company and Santa Cruz Water Company achieve viable operations, are sold to 

another utility company, are adjudicated not to be a public service company, or ten years have passed, 

which ever is sooner, at which time the bonds will be returned to Applicants upon their applications 

for same. 
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IT IS FURTHER ORDERED that in the event that Palo Verde Utilities Company and ST 

~ r u z  Water Company do not timely file copies of the documentation ordered in the first ordenrig 

magraph or file performance bonds or their equivalants a s  required by the second ordering 

magraph, then the Certificates of Convenience and Necessity for the area described in Exhibit A 

,hall be deemed to be denied, without fhther order by the Arizona Corporation Commission. 

IT IS FURTHER ORDERED that Palo Verde Utilities Company and Sank Cruz Water 

;ompany, respectively shall file tariffs containing the following rates and charges for their 

vastewater treatment and water service: 

SANTA CRUZ WATER COMPANY RATES 

MONTHLY USAGE CHARGE: 

5/8”x %‘Meter 
%” Meter 
1” Meter 

1 %”Meter 
2” Meter 
3” Meter 
4’ Meter 
6” Meter 

Gallons included in minimum 

Gallonage Charge per 1,000 Gallons 

Construction and standpipe charge 

SERVICE LME AND METER INSTALLATION CHARGES: 
(Refundable pursuant to A.A.C. R14-2-405) 

5/8” x %’ Meter 
%” Meter 
1” Meter 

1 %”Meter 
2” Meter Turbo 
2” Meter Compound 
3” Meter Turbo 
3” Meter Compound 
4” Meter Turbo 
4” Meter Compound 
6” Meter Turbo 
6” Meter Compound 

12 

$25.00 
25.00 
62.50 
125.00 
200.00 
400.00 
625.00 

1,250.00 

1,000 

$2.60 

$3.60 

$400.00 
440.00 
500.00 
7 15.00 

1 ,170.00 
1,700.00 
1,585.00 
2,190.00 
2,540.00 
3,215.00 
4,815.00 
6,270.00 
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2 

2 

2 

2 
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3 

;ERVICE CHARGE: 

2stablishment 
3stablishment (After Hours) 
ieestablishmen, (Within 12 Months) 
Xeconnection (Delinquent) 
Meter Move at Customer Request 
Mer Hours Service Charge, per Hour 
Deposit 
Meter Re-Read (If Correct) 
NSF Check 
Late Payment Charge (Per month) 
Deferred Payment (Fer month) 

DOCKET NO. SW-03575A-98-0327 ET AL. 

$25.00 
50.00 

$30.00 

$50.00 

$15.00 
10.00 

1.50% 
1.50% 

* 

** 

*** 

* 
** 
*** Per A.A.C. R14-2-403(B). 

Number of months off system times the monthly minimum per A.A.C. R14-2-403(D). 
Cost to include parts, labor, overhead and all applicable taxes. 

PAL0 VERDE UTILITIES COMPANY SEWER RATES 

MONTHLY USAGE CHARGE: 

5i8" x Yi" Meter 
V Meter 
1" Meter 

1 %"Meter 
2" Meter 
3" Meter 
4" Meter 
6" Meter 

EFFLUENT CHARGE: 

Per Acre Foot 

SERVICE CHARGE: 

Establishment 
Reestablishment (Within 12 Months) 
Reconnection (Delinquent) 
After Hours Service Charge, (Per Hour) 
Deposit 
NSF Check 
Late Payment Charge (Per month) 
Deferred Payment (Per month) 

13 

$33.00 
33.00 
82.50 

165.00 
264.00 
528.00 
825.00 

1,650.00 

$loO.OO 

$25.00 

$30.00 
50.00 

$10.00 
1 SO% 
1.50% 

* 

** 

-:,I ;lf/3 
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* 
** Per A.A.C. R14-2-603(B). 

IT IS FURTHER ORDERED that the rates and charges authorized herein shall be effective 

Number of months off system times the monthly minimum per A.A.C. R14-2-603(r 

br all service rendered until otherwise ordered by the Arizona Corporation Commission. 

IT IS FURTHER ORDERED that the request for approval of a Payment in Lieu of Revenue 

Zharge by Palo Verde Utilities Company and Santa Cruz Water Company be, and are hereby, denied. 

IT IS FURTHER ORDERED that Palo Verde Utilities Company and Santa Cruz Water 

'ompany shall notify the Director of the Commission's Utilities Division within 30 days of 

Iroviding service to their first customer. 

IT IS FURTHER ORDERED that Palo Verde Utilities Company and Santa Cruz Water 

Zompany shall file a schedule with their tariffs for the collections of their proportionate share of any 

nivileges, sales, or use tax, in accordance with A.A.C. R14-2-409(D)(5) and A.A.C. Rl4-2- 

i08(D)(5), respectively. 

IT IS FURTHER ORDERED that Palo Verde Utilities Company and Santa Cruz Watc 

2ompany are hereby authorized to issue up to $4,110,501 and $4,504,676, respectively, in equity ._ 
knd the first phase of wastewater treatment and water utility development at Rancho El Dorado. 

IT IS FURTHER ORDERED that the authorizations stated above shall be expressly 

:ontingent upon Palo Verde Utilities Company and Santa Cruz Water Company using the financing 

xoceeds for the purposes set forth in their applications. 

IT IS FURTHER ORDERED that Palo Verde Utilities Company and Santa Cruz Water 

Company shall be authorized to engage in any transactions and to execute any documents necessary 

io effectuate the transactions. 

IT IS FURTHER ORDERED that the approval of the financings set forth hereinabove does 

not constitute or imply approval or disapproval by the Commission of any particular expenditure of 

the proceeds derived there by for purposes of establishing just and reasonable rates. 

IT IS FURTHER ORDERED that Applicants shall maintain their books and records in 

accordance with the NARUC Uniform System of Accounts. 

... 
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1/( T IS FURTHER ORDERED that Palo Verde Utilities Company and Santa Cruz Water 

zompany shall file for rate review not later than 24 months after the date they first provide service to 

my customers. 

IT IS FURTHER ORDERED that this Decision shall become effective immediately. 

BY ORDER OF THE ARIZONA CORPORATION COMMISSION. 

IN WITNESS WHEREOF, I, BRIAN C. McNEIL, Executive 
Secretary of the Arizona Corporation Commission, have 
hereunto set my hand and caused the official seal of the 

the Capitol, in the City of Phoenix, 

)ISSENT 
dES: bbs 
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iy L. Shapiro 
ENNEMORE CRAIG 
103 North Central Avenue, Suite 2600 
hoenix, Arizona 85012-2913 

aul Bullis. Chief Counsel 
egal Division 
XRIZONA CORPORATION COMMISSION 

PAL0 VERDE UTILITIES COMPANY AND SAN 
CRUZ WATER COMPANY 

SW-03575A-98-0327 AND W-03576A-98-0328 

200 West Washington Street 
hoenix, Arizona 85007 

kector, Utilities Division 
W O N A  CORPORATION COMMISSION 
200 West Washington Street 
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EXHIBIT A 

LEGAL DESCRIPTION 
PAL0 VERDE UTILITIES COMPANY 

AND SANTA CRUZ WATER COMPANY 

All of Sections 13 and 14, and that portion of Section 15 lying Easterly ofthe Westerly Right of Way 
Line of Arizona State Route 347 (AKA: John Wayne Parkway), Township 4 South, Range 3 East, 

Gila and Salt River Base and Meridian, Pinal County, Arizona. 

Contains 1,640 acres, more or less. 
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BEFORE THE ARIZONA CORPORATION COL.aA.-,,- - - . 
il: I-” <; E 1 v E Q 

COMMISSIONERS 

JEFF HATCH-MILLER, Chairman 200b JUL -1 P 3 I I 
WILLIAM A. MUNDELL 
MARC SPITZER 
MIKE GLEASON 
KRISTIN K. MAYES 

A Z  cWRP COMMISSION 
0 0 CUM EN T C 0 N TR 0 L 

ARIZONA WATER COMPANY ARIZONA 
WATER COMPANY, an Arizona corporation, 

Complainant, 
vs . 

GLOBAL WATER RESOURCES, LLC, 
A foreign limited liability company; 
GLOBAL WATER RESOURCES, INC., 
A Delaware corporation; GLOBAL WATER 
MANAGEMENT, LLC, a 
foreign limited liability company; SANTA 
CRUZ WATER COMPANY, LLC, an 
Arizona limited liability company; PAL0 
VERDE UTILITIES COMPANY, LLC, 
An Arizona limited liability company; 

WATER COMPANY, an Arizona 
Corporation; GLOBAL WATER - PAL0 
VERDE UTILITIES COMPANY, an 
Arizona corporation; JOHN AND JANE 

GLOBAL WATER - SANTA CRUZ 

DOES 1-20; ABC ENTITIES I-XX, 

Respondents. 

DOCKET NO. W-01445A-06-0200 
S W-20445A-06-0200 
W-20446A-06-0200 
W-03576A-06-0200 

SW-03575A-06-0200 

STAFF’S STATEMENT ON 
EMERGENCY RELIEF 

Arizona Corporation Commlsslon 
DOCKETED 

JUL 0 7 2006 
DOCKETED BY - 

I. Introduction. 

At the June 15, 2006 procedural conference on this matter, Administrative Law Judge 

(“ALJ”) Nodes asked the parties to brief the issue of whether or not the Complainant should be 

granted emergency injunctive relief pending the outcome of the Generic Docket on Non-Traditional 

Financing Arrangements by water utilities and this Complaint proceeding. Staff files this brief 

statement on the need for emergency relief. 
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Staff does not believe that emergency injunctive relief is necessary at this time. Given the 

expedited nature of the Generic Docket, the need for emergency injunctive relief by the Commission 

is diminished. In addition, by allowing discovery to proceed on this Docket, while the Generic 

Docket is being resolved, this Docket can be decided quickly once the Generic Docket concludes. 

Even in the absence of injunctive relief, the Respondent Companies will be held fully accountable for 

their actions if the Commission ultimately finds that those actions were inappropriate or taken 

without Commission approval, where necessary. The Respondent Companies have elected to 

proceed at their own risk and continue to do so until a determination is made by the Commission. 

[I. Discussion. 

A. 

Given the expedited nature of the proceedings, and the status of the current proceedings, 

injunctive relief at this time is not necessary. The procedural posture of this Docket is rather unique 

Ln that the issues surrounding Count I1 of this Complaint proceeding are also being examined in the 

Generic Docket on Non-Traditional Financing Techniques. Because of the importance of achieving 

m expedited resolution of the issues in both Dockets, Staff intends to issue a report and 

recommendation in the Generic Docket to the Commission in August, 2006, so that it can be heard by 

the Commissioners at their September Open Meeting 

Expedited handling of the Generic Docket and this Docket diminish the need for 
any emergency relief. 

Further, it is anticipated that once the Generic Docket is resolved, that this Docket will 

proceed on an expedited track as well. To ensure that this Docket is resolved in an equally 

:xpeditious fashion, the ALJ should consider allowing discovery to proceed while formal 

proceedings are suspended pending the outcome of the Generic Docket. 

Allowing discovery to proceed in this Docket during the suspension period would allow the 

parties to assemble their positions on Counts I and I11 more hlly so that when the Generic Docket 

concludes, the Complaint proceeding can be resolved in an expeditious fashion. In Staff's opinion, 

this diminishes the need for emergency relief. 

, . .  

I . .  
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Staff believes that the possible consequences to the Global Entities of proceeding under the 

current circumstances are sufficiently severe that they will not take any further action without serious 

consideration. 

In conclusion, Staff believes that the current status of the proceedings together with the 

expedited nature of the Generic Docket and other factors weigh against emergency injunctive relief at 

this time. 

RESPECTFULLY SUBMITTED this 7th day of July, 2006. 

. 
Senior Staff Counsel, Legal Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 
(602) 542-3402 

Original and thirteen (1 3) copies 
oithe foregoing were filed this 
7 day of July, 2006, with: 

Docket Control 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Cxpies of the foregoing mailed this 
7 day of July, 2006, to: 

Robert W. Geake 
Arizona Water Company 
3805 North Black Canyon Highway 
Phoenix, Arizona 8501 5 

Steven A. Hirsch 
Rodney W. Ott 
Bryan Cave, LLP 
Two North Central Avenue 
Suite 2200 
Phoenix, Arizona 85004 

Michael W. Patten 
Roshka DeWulf & Patten, PLC 
400 East Van Buren Street 
Suite 800 
Phoenix, Arizona 85004 
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BEFORE THE ARIZONA CORPORATION COMMISSION 

COMMISSIONERS 
BOB STUMP, Chairman 
GARY PIERCE 
BRENDA BURNS 
SUSAN BITTER SMITH 
BOB BURNS 

IN THE MATTER OF THE APPLICATION OF 

DIVISION FOR THE ESTABLISHMENT OF 
JUST AND REASONABLE RATES AND 
CHARGES FOR UTILITY SERVICE 
DESIGNED TO REALIZE A REASONABLE 
RATE OF RETURN ON THE FAIR VALUE OF 
ITS PROPERTY THROUGHOUT THE STATE 
OF ARIZONA. 

VALENCIA WATER COMPANY-TOWN 

IN THE MATTER OF THE APPLICATION OF 

COMPANY FOR THE ESTABLISHMENT OF 
JUST AND REASONABLE RATES AND 
CHARGES FOR UTILITY SERVICE 
DESIGNED TO REALIZE A REASONABLE 
RATE OF RETURN ON THE FAIR VALUE OF 
ITS PROPERTY THROUGHOUT THE STATE 
OF ARIZONA. 

GLOBAL WATER-PAL0 VERDE UTILITIES 

IN THE MATTER OF THE APPLICATION OF 
WATER UTILITY OF NORTHERN 
SCOTTSDALE FOR APPROVAL OF A RATE 
INCREASE. 

IN THE M A n E R  OF APPLICATION OF 
WATER UTILITY OF GREATER TONOPAH 
FOR THE ESTABLISHMENT OF JUST AND 
REASONABLE RATES AND CHARGES FOR 
UTILITY SERVICE DESIGNED TO REALTZE 
A REASONABLE RATE OF RETURN ON THE 
FAIR VALUE OF ITS PROPERTY 
THROUGHOUT THE STATE OF ARIZONA. 

DOCKET NO, S W-20445A-12-03 10 

DOCKET NO. W-03720A-12-0311 

DOCKET NO. W-02450A-12-0312 
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IN THE MATTER OF THE APPLICATION OF ~ 

VALENCIA WATER COMPANY-GREATER 
BUCKEYE DIVISION FOR THE 
ESTABLISHMENT OF JUST AND 
REASONABLE RATES AND CHARGES FOR 
UTILITY SERVICE DESIGNED TO REALIZE 
A REASONABLE RATE OF RETURN ON THE 
FAIR VALUE OF ITS PROPERTY 
THROUGHOUT THE STATE OF ARIZONA. 

IN THE MATTER OF THE APPLICATION OF 

COMPANY FOR THE ESTABLISHMENT OF 
JUST AND REASONABLE RATES AND 
CHARGES FOR UTILITY SERVICE 
DESIGNED TO REALIZE A REASONABLE 
RATE OF RETURN ON THE FAIR VALUE OF 
ITS PROPERTY THROUGHOUT THE STATE 
OF ARIZONA. 

GLOBAL WATER-SANTA CRUZ WATER 

IN THE MATTER OF THE APPLICATION OF 
WILLOW VALLEY WATER COMPANY FOR 
THE ESTABLISHMENT OF JUST AND 
REASONABLE RATES AND CHARGES FOR 
UTILITY SERVICE DESIGNED TO REALIZE 
A REASONABLE RATE OF RETURN ON THE 
FAIR VALUE OF ITS PROPERTY 
THROUGHOUT THE STATE OF ARIZONA. 

DOCKET NO. W-02451A-12-0313 

DOCKET NO. W-20446A-12-0314 

DOCKET NO. W-01732A-12-0315 

PRE-FILED DIRECT TESTIMONY OF JOHN F. 0’ REILLY 
IN OPPOSITION OF SETTLEMENT AGREEMENT 

ON BEHALF OF 
SIERRA NEGRA RANCH, LLC AND SIERRA NEGRA MANAGEMENT, LLC 

AUGUST 21,2013 
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Q: 

NEGRA RANCH, LLC AND SIERRA NEGRA MANAGEMENT, LLC? 

A: My name is John F. O’Reilly. I am the owner of Strategic Associates, Inc. which is an 

investor in and a member of Sierra Negra Ranch LLC. I am also part of the Sierra Negra Ranch 

management group Sierra Negra Management, LLC. 

Q: 

EXPERIENCE. 

A: I have a Bachelor of Science Degree with a major in accounting, a Juris Doctor degree, 

and a Master’s Degree in Business Administration. I have also attended numerous other 

educational courses and programs including, for example, the Stanford University Directors 

College and various Federal Energy Regulatory Commission (FERC) training courses. I have 

been an attorney for approximately 44 years and during that time have, in the past, represented 

the US government and the Colorado River Commission before the Nevada Public Utility 

Commission. I previously worked in the audit department of Arthur Andersen & Co. and in the 

tax department of the firm now known as Ernst & Young. I now serve and have served as a 

member of the Board of Directors for NV Energy (formerly Nevada Power Company and Sierra 

Pacific Power) for approximately the last 18 years. At NV Energy I have served on numerous 

committees and I currently serve as the Chairman of the Finance Committee, Chairman of the 

Special Litigation Committee and am a member of the Audit Committee. During the time I have 

been on and chaired the Finance Committee, we have completed in excess of $5 billion of debt 

and equity financing. I have also served on numerous other Boards of Directors, Boards of 

Trustees, Committees, and Commissions. For example, I am also now on the Wells Fargo 

Community Board for Nevada and serve as the Chairman of the Board of Trustees of the UNLV 

Foundation and, in the past, having served as a Trustee at Loyola Marymount University (LMU) 

in Los Angeles. I also currently serve as a member of Regulatory Compliance Committees in 

Australia and Macau. In the past, I also served for several years as the Chairman of the Nevada 

PLEASE STATE YOUR NAME AND YOUR RELATIONSHIP WITH SIERRA 

PLEASE DESCRIBE YOUR PROFESSIONAL BACKGROUND AND 

- 3 -  
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Gaming Commission. I am also Chairman and Chief Executive Officer of various family-owned 

businesses including Renco, Inc. which has been licensed as Renco Construction since October 

1980 and as Renco Realty since1985. For a more detailed review of my professional background 

and experience, I have attached my Curriculum Vitae as Exhibit 1. 

Q: WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

A: The purpose of my testimony is to address the concerns of intervenor Sierra Negra Ranch 

(“SNR’) related to the Settlement Agreement entered into between various parties to this Docket. 

Specifically, SNR wants: (1) the Arizona Corporation Commission (“ACC” or “Commission”) to 

assert jurisdiction over Global Water Resources (“GWR”) and the Infrastructure, Coordination, 

Finance and Option Agreements (“ICFAs”) entered into by GWR, to protect the ratepayers and 

others for which that infrastructure will serve; (2) insure the existence of the ICFA in conjunction 

with the newly developed hook-up fee (“HUF”) in this case will not put developers who entered 

into ICFAs at a competitive disadvantage with developers that have not; (3) require GWR to 

modify the ICFAs to incorporate the provisions of HUF in order to resolve inconsistencies 

between the two; and (4) review and regulate the financial condition of GWR so that it will be 

capable of fulfilling and actually fulfill all of its obligations under all ICFAs. 

First, I would like to express my gratitude to ACC staff (“Staff’) for their effort to try to 

resolve the longstanding problems associated with certain consulting contracts entered into with 

GWR for the development of future utility infrastructure contracted for and paid by developers. 

To date, developers have paid millions of dollars to GWR under various ICFAs in which GWR 

has guaranteed that its wholly owned affiliates Water Utility of Greater Tonopah (“WUGT”) and 

H a s s a y a m p a U t i 1 i t  y C o m p a n y ( “ HUC”), among others, would construct utility 

infrastructure under the ICFAs. Throughout this proceeding, SNR and Intervenor New World 

Properties Inc. (“NWP”) have raised concerns that based upon the financial condition of GWR2, 

GWR and Global Parent will be used interchangeably in this testimony. 1 

* In fact, Staff witness James Armstrong identified evidence that GWR’s management was aware of the 
fact that GWR faces significant financial, business, environmental and other risks going forward as 

- 4 -  
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amounts previously paid to GWR as well as amounts subsequently due or paid to GWR under 

these ICFAs, will not be utilized to construct regional utility infrastructure for future SNR 

developments and other planned projects. Specifically, the ICFA was intended to facilitate and 

arrange the provision of a regional solution for water, wastewater and reclaimed water services 

(“Utility Services”) to SNR (as well as NWP and others) through WUGT and HUC. Staffs 

proposal (adopted by the signatory parties under the Settlement Agreement) establishing HUF in 

this case and linking such HUF to prospective payments due and payable under the ICFA goes a 

long way to alleviate some of the concerns of SNR. However, the Commission needs to go 

further to insure that the millions of dollars investments made by developers under these ICFAs 

are committed to construct the contracted-for regional infrastructure committed by GWR to serve 

Arizona ratepayers and to ensure that GWR and the regulated utilities serving these ratepayers 

have the funds available to construct the infrastructure, contracted for and guaranteed by GWR. 

Q: 

GWR AND THESE ICFAS? 

WHAT DOES SNR WANT THE COMMISSION TO DO WITH RESPECT TO 

A: 

1. 

2. 

3. 

SNR requests that the Commission: 

Take jurisdiction over GWR and the ICFAs to ensure that all investments made by 

developers under these ICFAs are committed to construct the contracted for regional 

infrastructures in order to not only protect those developers but also the ratepayers for 

whom that infrastructure is to be built. 

To determine that the ICFAs and HUF as written will not continue to put SNR and other 

developers that have signed ICFAs at a competitive disadvantage with developers that 

have not signed ICFAs, thereby jeopardizing development in those areas where 

developers that have signed ICFAs intend to build. 

Order GWR to modify the ICFAs to incorporate the provisions ultimately approved by the 

identified and discussed in detail in Global Parent’s financial statement footnotes. They were also 
identified and discussed in detail in the company’s December 16, 2010, common stock placement 
prospectus. (See, Armstrong Direct, p. 14). 
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Commission in the Settlement Agreement related to the establishment of HUF in order to 

resolve inconsistencies between the ICFA and the HUF related to payment of such funds 

that may lead to litigation in the future. 

4. Review in detail and regulate the financial condition of GWR so that it will be capable of 

fulfilling all of its obligations to the present and future ratepayers under all ICFAs. 

PLEASE DESCRIBE AN INFRASTRUCTURE, COORDINANTION, FINANCE Q: 

AND OPTION AGREEMENT OR ICFA? 

A: What I have come to learn is that an ICFA is a document that is used by GWR to attempt 

to avoid regulation of entities that GWR are controlling and operating as public utilities. It is also 

an unorthodox or unconventional long-term financing agreement entered into between developers 

and GWR, a thus far unregulated entity, in which GWR contracts for and takes responsibility to 

coordinate the provision of Utility Services, by GWR’s regulated, owned and controlled affiliates, to 

land owned by developers. The ICFA provides: 

Coordinator intends to coordinate and facilitate water utility service to the Land 
through W G T  and any and all of Landowner’s obligations under this Agreement 
relating to water utility service are contingent on final closing of the acquisition 
of WMC and WUGT. 

(See, ICFA, pp.1-2, attached as Exhibit 23). The ICFA provides that GWR warrants and represents 

that no regulatory approval is needed and further guarantees that GWR has the financial capacity and 

experience to oversee and financially guarantee to SNR and others, that WUGT and HUC has and 

will have sufficient financial resources to provide the Utility Services contracted for under the ICFA. 

The ICFA fkther states: 

Coordinator represents and warrants: (1) that the acquisition of WMC and 
W G T  does not require approval of the Arizona Corporation Commission 
(“ACC’Y; (2) that Coordinator has full power to carry out the transactions 
provided for in this Agreement; (3) that Coordinator is not a party to any 
bankruptcy or similar proceeding, nor to the best of Coordinator’s knowledge, are 

See, Infrastructure, Coordination, Finance and Option Agreement entered into between Global Water 
Resources, LLC, and Sierra Negra Ranch, LLC, dated July 10,2006 attached as Exhibit 2. 
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there any other matters pending which would adversely affect Coordinator’s 
ability to perform the services set forth in this Agreement; (4) and that 
Coordinator has the Jinancial capacity and experience to oversee andJinancially 
guarantee and hereby does guarantee to Landowner that Coordinator’s 
subsidiaries will have sufJicientJinancia1 resources to provide the Utility Services 
described in this Agreement. 

(See, ICFA, p.2, Exhibit 2). 

Q: WHY DID SNR ENTER INTO ICFAS WITH GWR? 

A: At the time, SNR was told that the only realistic option for them to obtain utility services 

was to enter into an ICFA so that GWR would be able to move forward with the acquisitions 

necessary to provide such services on a regional basis as required by Maricopa County. SNR 

owns approximately 2700 acres of entitled land in Maricopa County currently known as Silver 

Water Ranch and Silver Springs Ranch developments. (“SNR Developments”). SNR is an 

owner of zoned residential property and the SNR Developments are located in the water CC&N 

of WUGT. At the time the ICFA was entered into, Maricopa County mandated Regional 

Infrastructure to support zoning. GWR’s only allowable resolution was for SNR to upfront 

significant monies through an ICFA so that GWR could acquire the troubled utilities and in turn 

provide us with a “regional” integrated sewer, water and reclaimed water service. GWR used 

developers’ money to then acquire West Maricopa Combine, Inc. (“WMC”), an Arizona 

corporation, the holding company for five regulated water utilities including WUGT. As a result, 

SNR believed that the only option for them to obtain utility services to the SNR Developments 

was to enter into an ICFA so that GWR would coordinate and provide such services. 

Q: SO SNR DID NOT VOLUNTARILY ENTER INTO THE ICFA WITH GWR? 

A: We felt we had no choice. In addition, in order to proceed with entitlements, Maricopa 

County demanded a regional solution and mandated that SNR have a water provider and an 

approved 208 Permit. The only option presented to SNR was either to become a utility 

themselves or sign an ICFA with GWR. At the time, GWR told SNR that the ICFA was part of a 

regional water and wastewater infrastructure development plan supported by the Commission. In 
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addition, in 2006, the same year SNR signed the ICFA but prior thereto, Arizona Water Company 

filed a complaint with the Commission against GWR (and their various affiliate subsidiary 

utilities) challenging the validity of ICFAs. Based upon the Complaint docket, the ICFA 

incorporated the following: 

Further, the Parties understand and agree that a complaint has been filed against 
Coordinator with the ACC under Docket Nos. W-01445A-06-0200, SW-20445A- 
06-0200, W-20446A-06-0200, W-03567A-06-2000 and SW-03575A-06-0200 
alleging that certain Infrastructure, Coordination and Finance Agreements 
executed by Coordinator are invalid by Arizona law. In the event that the ACC 
determines that Coordinator’s Infrastructure, Coordination and Finance 
Agreements are invalid or against the law, the Parties hereby agree to amend this 
Agreement to conform to any such decision issued by the ACC and in doing so 
shall make best efforts to maintain the substance (including all benefits and 
obligations) of this Agreement in any amended or restated agreement. 

(See, ICFA, p.15-16, Exhibit 2). 

The case settled without resolution of whether ICFAs were legal under Arizona law. Given the 

settlement, which was approved by the Commission, as well as a significant number of ICFAs 

that were already in place prior to SNR’s ICFA, seemed to indicate that the Commission was in 

favor of such a contract or at a minimum, was not opposed. 

Q: WHAT WAS SNR’S UNDERSTANDING OF HOW FUNDS PAID UNDER THE 

ICFA WOULD BE UTILIZED? 

A: The fimds were to be utilized to provide for and assure SNR and others in the region that 

there would be a regional utility solution as agreed to and as required by Maricopa County. 

Under the ICFA, SNR contracted with GWR to provide 8,622 “equivalent dwelling unit,” 

(EDU’s) at a cost of $5,500 per EDU plus a CPI factor, or approximately $47.5 million dollars 

(exclusive of CPI factor). These sums were to be paid upon GWR or SNR reaching certain 

milestones including filing of CC&N by regulated entity, Commission approval of CC&N, 

approval of MAG 208 plan amendment, start work notice, and final plat approval. To date, SNR 

- 8 -  



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

has paid GWR approximately $6 million dollars. SNR was told that a portion of the monies due 

under the ICFA ($500 per EDU or $4,3 1 1,000) would be used by GWR to acquire troubled water 

and other sewer utilities, which would not have occurred but for SNR and other developers 

entering into ICFAs and providing money for the GWR acquisition(s). The ICFA provides: 

It is further recognized, acknowledged and agreed that $500 per EDU of the 
Landowner Payment described in subsection 4.1 will be allocated toward the 
acquisition purchase price of WMC and all its subsidiaries. 

(See, ICFA, p.6, Exhibit 2). 

Thereafter, the bulk of the funds (90%) collected under the ICFA were to be utilized to 

ensure that WUGT or HUC provide all engineering, design, construction, licensing, permitting, 

payment and financing for all Utility Services as specifically contracted for under the ICFA. The 

ICFA provides: 

Under this Agreement, Coordinator, WUGT and HUC shall be responsible for 
any and all engineering, design, construction, licensing, permitting, payment and 
Jinancing for and of any and all water, wastewater, and reclaimed water plant, 
production, treatment, storage, pumping, and delivery facilities constructed on or 
off the Land or on Coordinator's, WUGT's or HUC's properties to the Delivery 
Points as deJined below (the "Off-Site Facilities'?, necessary to provide water, 
reclaimed water, and wastewater service to the Land, and shall hold Landowner 
harmless from any liens or additional charges on the Land resulting from 
Coordinator's, WUGT's, and HUC's provision of services to the Delivery Points 
as set forth in this Agreement. 

(See, ICFA, p.3, Exhibit 2). 

Q: 

A: The ICFAs require a tie-in arrangement compelling SNR to enter into main 

extension agreements with WUGT, to grant WUGT various easements, and to eventually grant 

WUGT any and all water rights and wells on the affected properties. In addition, the ICFAs 

further require that they shall be recorded with the County Recorder (generally Pinal County, but 

ARE THERE OTHER REQUIREMENTS FOR SNR UNDER THE ICFA? 

Yes. 

SNR was forced into bankruptcy as GWR w a s h  forcing a land sale for immediate payment. GWR has 
been unwilling to allow for a payment plan to satisfy an arbitration judgment. SNR intends to pay the full 
judgment and has filed a plan for the Bankruptcy approval. 

4 
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also Maricopa County). Each of these requirements is of great concern to SNR if GWR is not 

fully regulated by this Commission. Developers and ratepayers are not likely to develop or 

purchase if there is not a financially solvent fully regulated utility company or companies. This is 

particularly true if the utility is providing a regional solution for multiple utility needs and 

facilities as is guaranteed to be done by GWR. Developers and ratepayers must have the 

assurance that the ICFA is a viable financing tool and that the all of the utilities and those 

controlling the utilities will be fully regulated. If GWR and the ICFAs remain unregulated, there 

are no such guarantees or assurances thereby jeopardizing developments in all service territories 

controlled by GWR. 

Q: WHAT ARE THE CONCERNS OF SNR RELATED TO THE ICFAS? 

A: SNR’s greatest concern is that neither GWR nor the ICFAs are regulated by the 

Commission. As a result, SNR has no protection for its investment if GWR is unable to perform 

or goes bankrupt. Yet, by entering into ICFAs instead of the more traditional financing 

mechanisms with regulated entities regulated by this Commission, it appears that GWR has 

sought to avoid oversight or regulation by this Commission, even though it appears to be acting in 

most respects as a public service corporation. GWR is, among other things, entering into ICFA 

agreements under which it collects funds from developers for fulfilling the obligations of a 

regulated utility by allegedly being the “coordinator” of these Utility Services by its subsidiaries. 

GWR is using the ICFAs to circumvent and evade the Commission’s oversight and jurisdiction 

by collecting fees in exchange for “facilitating” utility services by GWR owned and controlled 

regulated subsidiaries in direct violation of Commission orders and in violation of Article 15, 

Section 3 of the Arizona Constitution and A.R.S. section 40-202. In addition, the recording 

requirement for the ICFAs imposes an unreasonable burden on the land by binding future 

landowners and in my opinion, further frustrates and interferes with the Commission’s authority 

to oversee and regulate the provision of utility service to future customers. In addition, it is 

questionable whether the Commission would have any authority to effectively remove the 
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obligation recorded against the affected properties (without Judicial intervention), effectively 

binding the landowner to an unregulated utility with an unregulated financing agreement. As a 

result, SNR and its future ratepayers needs Commission oversight now. Furthermore, as 

identified in Attachment B to the Settlement Agreement entitled List of ICFA or ICFA Type 

Agreements, GWR currently has entered into approximately 180 ICFAs throughout Arizona. 

(See, Attachment B to the Settlement Agreement). It appears that the problems and issues 

identified by SNR in my testimony will not only be limited to SNR's service territory, but may 

affect all of GWR's affiliate service territories and the ratepayers that reside there. This is a 

further and even more serious reason for Commission intervention and oversight now. 

Q: 

FINANCING UTILITY PLANT IN THIS CASE? 

A: 

shortfalls and concerns related to ICFAs. They include: 

HAS STAFF RAISED CONCERNS ABOUT THE ICFAS AS A FORM OF 

Yes. In his Direct Testimony, Staff witness James Armstrong identified numerous 

The structure of the ICFA contracts arguably blurs the line between the Global Parent 
holding company and the Global Parent Utilities. (See, Armstrong Direct, pp. 3-4). 

There is, at best, a blurred line between the Global Parent and the regulated Global Parent 
Utilities under the provisions/obligations associated with these ICFA agreements. Global 
Parent caused this blurring by including deliverables traditionally provided by regulated 
utilities in the list of obligations Global Parent/ICFA agreement Coordinator. (See, 
Armstrong Direct, p. 17). 

The amount of the landowner payments vary from agreement to agreement but generally 
run from $1,950 to $5,500 per equivalent dwelling unit. Global Parent has entered into 
approximately 180 separate ICFA (or ICFA-like) agreements, and through the end of 
201 1 the company received approximately $67 million in ICFA fees from developers and 
landowners. (See, Armstrong Direct, p.3). 

Estimates suggest that Global Parent could be entitled to receive (over several decades) as 
much as $1.476 billion in ICFA fees under the provisions of these existing agreements. 

The ICFA arrangements only have value because of the underlying ACC- authorized 
Certificates of Convenience and Necessity ("CCN") and the agreements contain express 
provisions for termination if the Commission does not grant the underlying regulated 
Global utilities a CCN for the area covered by the ICFA. (Id). 

(Id). 
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ICFAs are structured to take responsibility for water planning away from 
developers/homebuilders. (Id). 

Many of these Global Parent responsibilities (Under ICFAs) are typically assumed 
directly by the regulated utilities responsible for providing water and/or wastewater to the 
area. (See, Armstrong Direct, p.8). 

Staff believes it is clear that the ICFA agreement obligations of Global Parent have 
significant implications for the ACC-regulated entities. (See, Armstrong Direct, p. 17). 

In fact, Staffs recommendation in this case was that the Commission direct GWR to cease 

entering into new ICFA agreements because in Staffs opinion, there were too many issues, risks, 

and unanswered questions related to the continuing reliance on new ICFA agreements as the 

means used to financially support regional water and wastewater infrastructure development. 

According to Staff, estimates suggest that GWR could be entitled to receive (over several 

decades) as much as $1.476 billion in ICFA fees under the provisions of these existing 

agreements. (See, Armstrong Direct, p.3). For these reasons alone, the Commission should 

regulate the approximately 180 ICFAs identified in Attachment B to the Settlement Agreement to 

insure all investments made by developers under these ICFAs are committed to construct the 

contracted for infrastructures in order to protect the ratepayer as any additional costs associated 

with the ICFAs will eventually trickle down to ratepayers for the infrastructure that will serve 

them. 

Q: 

ICFAS? 

A: GWR and its ICFAs are now before this Commission and within the jurisdiction of this 

Commission. Consequently, whether the Commission would be successful in taking jurisdiction 

over GWR under Arizona law is a question that does not to be addressed. Because GWR was a 

critical part of this case, Staff recommended that it become a party to this proceeding so that the 

Commission could place requirements on them. By GWR intervening in this rate case, GWR has 

consented to Commission jurisdiction. The Commission has the authority to require GWR to 

amend ICFAs if they deem it necessary and in the public interest. GWR is now before this 

DOES THE COMMISSION HAVE JURISDICTION OVER GWR AND THE 
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Commission. In addition, based upon the Rebuttal Testimony of Trevor T. Hill in Docket No. 

SW-20445A-09-0077, et al, in which the topic of ICFAs was initially addressed by the 

Commission, Mr. Hill testified that “Global has never contended that ICFAs are non- 

jurisdictional.” (See, Rebuttal Testimony of Trevor T. Hill p. 21). 

Q: 

THE DEVELOPER CAN WRITE A PORTION OF THE ICFA PAYMENT TO THE 

REQULATED UTILITY PROVIDE ANY ASSURANCE TO SNR THAT THE MONIES 

INVESTED WILL GO TO INFRASTRUCURE NEEDS? 

A: Without Commission oversight, based upon the prior conduct of GWR, SNR is not and 

cannot be confident that monies put in segregated accounts will ultimately remain in those 

accounts. In Docket No. S W-20445A-09-0077, et al, Staff initially raised concerns regarding 

ICFAs, associated cash flows and the tracking of ICFA funds. In response, the Company 

established a separate segregated bank account for the ICFA hnds in response to Staffs previous 

concerns at the conclusion of that case. Unfortunately, once the funds were placed in the 

segregated ICFA bank accounts, the funds were immediately transferred out of these accounts by 

GWR and combined with the Company’s general bank account. (See, Armstrong Direct, p. 19). 

As a result, the establishment of these accounts, without Commission oversight and specific 

direction, gives free reign to GWR and absolutely no assurance to SNR that the ICFA funds 

received under these agreements will be available to meet the Company’s regional infrastructure 

needs going forward. Keep in mind, SNR has already paid approximately $6 million dollars to 

GWR with additional monies to be paid at the resolution of the bankruptcy proceedings. Yet 

despite significant monies already paid to GWR, SNR is years away from construction 

developments in Silver Water Ranch and Silver Springs Ranch and years away from obtaining 

any return on its investment. Compounding the problem is that the ICFA provides for a CPI 

adjuster that is added to the payment schedule, thereby further committing developers to the 

payment of fimds to an unregulated entity without reason or purpose. That is why it is imperative 

DOES THE FACT THAT THE SETTLEMENT AGREEMENT PROVIDES THAT 
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that this Commission step in now and assure developers that monies provided to GWR for 

infrastructure will be protected. 

Q: 

OPPOSED TO? 

A: SNR is opposed to how the Settlement Agreement disregards past payments (and 

payments due or paid by December 3 1, 2012) when calculating payments to HUF. Specifically, 

the Settlement Agreement differentiates between how GWR will treat past funds received under 

existing ICFAs and future funds received under existing ICFAs. None of the monies already paid 

to GWR (or were due to be paid under the ICFA prior to December 31, 2012 and remain 

outstanding) will be credited to the HUF. (See, Settlement Agreement, paragraph 6.4.5). In 

addition, each payment received under the ICFA defined as “future funds” shall be allocated on 

the following basis: 70% of the payment shall go toward payment of the HUF and the remaining 

payment shall be allocated to Global Parent. (See Settlement Agreement, paragraph 6.4.4). The 

prior payments and all payments made during the pendency of this Docket and hereafter must be 

protected. If none of the past due amounts will be credited, by the time SNR fully performs 

under the ICFA, the 70% payment to the utility will not fully fund the HUF account. At a 

minimum, if the Commission decides that pass due amounts will not be credited, the Commission 

should order that all payments under the ICFA during and after this Docket should be paid to the 

regulated utility first, until the HUF is fully fbded.  Given GWR’s challenged financial position 

and prior expenditure of funds, SNR is concerned that monies paid to GWR will not be used to 

construct infrastructure unless those funds are fully secured and regulated by Order of this 

Commission. 

Q: MR. ARMSTRONG IN HIS TESTIMONY SEEMS TO BELIEVE THAT THE 

$5,500 PER EDU UNDER THE ICFA WAS THE RESULT OF VERY “HIGH LEVEL, OR 

WHAT OTHER ASPECT OF THE SETTLEMENT AGREEMENT IS SNR 

As described herein, the ICFAs entered into by SNR and NWP require significant upfront payments to 
GWR plus a CPI adjustor. It is understandable that these developers would have added concern as to the 
financial viability of GWR as an unregulated entity. 
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MACRO LEVEL, DISCUSSIONS/ANALYSIS” BETWEEN GWR AND THE 

DEVELOPER. IS THAT TRUE? 

A: No. In fact, SNR has never been provided an explanation or breakdown of how the EDU 

payments or the CPI adjustor was calculated. If in fact the amount of the required landowner 

payments ultimately agreed to under each separate ICFA agreement was the result of very high 

level, or macro level, discussions/analysis, SNR was not a party to those discussions and such an 

analysis was never shared with SNR. GWR acted at all times as the regulated utility with the 

monopoly by demanding payments under the KFAs for amounts and sums GWR never truly 

accounted for, at the time those payments were due or since. 

Q: 

WILL PUT SNR AT A COMPETITIVE DISADVANTAGE IN THE MARKET? 

A: The Settlement Agreement provides for the establishment of HUF in the WUGT service 

area in the amount of $1,750 for water service and $1,750 for sewer service or $3,500 per EDU. 

Under the ICFA, SNR is required to pay $5,500 per EDU plus a CPI surcharge. Builders or 

developers constructing homes within the same service area as SNR that have not entered 

identical ICFAs with GWR will clearly have a cost advantage. This is compounded by the added 

CPI adjuster that is assessed over and above the $5,500 per EDU. Whatever the correct amount 

should be, it should be uniform for all landowners and based on a detailed regulatory analysis and 

Commission approval as opposed to a negotiated amount that is not uniformly applied. 

Q: WHAT STEPS CAN THE COMMISSION TAKE TO ADDRESS THIS 

PROBLEM? 

A: We are hopeful that this Commission will fully regulate GWR and its entities and 

determine the correct uniform amount for all to be required to pay. At a minimum, the 

Commission should increase the HUF in WUGT’s service area to more fully align with the ICFA 

payments due.6 In addition, the Commission should require GWR to remove the requirement to 

WHY DO YOU BELIEVE THAT THE ICFA AND SETTLEMENT AGREEMENT 

It is noteworthy that the only other developer that intervened in this case, NWP, is also required to pay 
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pay a CPI adjustor on top of the $5,500 per EDU due under the ICFA. I do not believe that the 

Commission has ever approved a HUF that included a CPI adjustor mechanism. The inclusion of 

a CPI adjustor without Commission oversight and approval in essence approves in advance an 

ever increasing rate without any oversight. 

Q: WHAT OTHER CONCERNS DOES SNR HAVE? 

A: Our primary concern is to protect the ratepayer from a potentially bankrupt unregulated 

management utility company that has obligated the regulated utilities to build billions of dollars’ 

worth of infrastructure. The ICFA explicitly provides that GWR is to receive all payments 

thereunder, not the regulated entities. The Commission should require both GWR and the 

regulated utilities to guarantee that the monies paid under the ICFA are used to construct 

infrastructure contracted for even if the parent goes bankrupt.7 Given the financial condition of 

GWR, GWR’s potential bankruptcy is a great concern to SNR and should be of great concern to 

all in Arizona who are relying on GWR now and in the future. In addition, SNR would like the 

Commission to require modifications to the ICFAs so they are consistent with the Commission’s 

HUF policy established under the Settlement Agreement in order to resolve inconsistencies 

between the ICFAs and the HUF related to payment of such funds that may otherwise lead to 

litigation in the future. 

Q: PLEASE SUMMARIZE THE RELIEF YOU ARE SEEKING FROM THE ACC? 

A: SNR wants the ACC to assert jurisdiction over GWR and the ICFAs to protect the 

ratepayers, to ensure the ICFAs and the HUF will not put developers at a competitive 

$5,500 per EDU. 
7At year-end 2010, GWR Global Water Resources Corp. (“Global Water”) closed an initial public offering 
(“IPO’). Global Water is a corporation that was formed to acquire a minority interest in Global Water 
Resources, Inc. (“GWRI”). On closing of the IPO, Global Water acquired an approximate 46.4% interest 
in GWRI (which would increase to 49.9% if the over-allotment option is exercised in full), with the 
remaining interest being held by the existing shareholders of GWRI, including management. GWRI, in 
turn, used the net proceeds of the P O  for repayment of indebtedness and general corporate purposes, 
including implementing GWRI’s growth strategy. The Commission will hopefully fully analyze and 
review this transaction and the use of those funds including for the purposes of bailing out the GWR 
former primary financial backer. 
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disadvantage, ensure GWR modifies the ICFAs to incorporate the provisions of HUF; and review 

in detail and regulate the financial condition of GWR so that it will be capable of fulfilling its 

obligations under all ICFAs. 

Q: 

A: 

DOES THIS CONCLUDE YOUR TESTIMONY? 

Yes it does. 
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I -  

JOHN F. O‘REILLY 
Curriculum Vitae 

Mr, O‘Reilly is Chairman and Chief Executive Officer of O’Reilly Law Group, LLC, a full-service law office 
providing legal services regarding alI business and personal legal matters including litigation, gaming, real estate, 
business and entertainment, among others. Mr. O’Reilly and the firm have been extensively involved in many of 
the major lawsuits in Nevada over the past several decades. Mr. O’Reilly currently serves as President of the 
American Board of Trial Advocates (ABOTA) in Las Vegas. Mr. O’Reilly is also Chairman and Chief Executive 
Officer of Business Resource Group, the O’Reilly Gaming Group and the owner of Renco, Inc. which has been 

licensed as Renco Construction since October 1980 and as Renco Realty since April 26,1985. 

John F. O’Reilly is a businessman with substantial experience as the Chairman/CEO and board member of New 
York Stock Exchange companies and various non-profit entities. Mr, O’Reilly’s experience in the audit and tax 

departments of public accounting firms, his experience as a licensed contractor and real estate broIcer/developer, 
his experience in law enforcement and as a regulator, his experience as a lawyer, along with his educational 
baclcground enable Mr. O’Reilly to identify, develop and manage business opportunities and entities. Through 
the years Mr. O’Reilly has focused on various medical issues and challenges. 

Mr. O‘Reilly has served since 1999 as a member of the Board of Directors of NV Energy (formerly Sierra Pacific 
Resources) and has served at various times on the following committees: Audit, Community and Corporate 
Responsibility, Renewable Energy, and the Finance Committee (Chairman). He also serves as a member ofthe 
UCLA Health System Board, as Chairman of the Nevada Medical Center Exploratory Committee, Community 
Board of Directors of Wells Fargo Bank Nevada, N.A., as Chairman of UNLV Foundation Board and as a 

member of the Advisory Council of the UNLV International Gaming Institute, a member of the MGM Macau 
Compliance Committee and the Ainsworth Game Technology Compliance Committee (AGT/Australia). He 
has also been a member of the Knights of Malta of the Order of Malta Western Association U.S.A. since 1985 
Mr. O’Reilly is an entrepreneur who has been active in the business community and who has provided 
substantial volunteer community leadership. He is an author and recognized public speaker who has received 
numerous honors and awards. His educational background indudes a Juris Doctor Degree, a Masters Degree in 
Business Administration, and a Bachelor of Science Degree with a major in Accounting, the Stanford Diredor’s 
College and numerous other educational programs. 

BUSINESS 

John F. O’Reilly formerly served on the Board of Directors of First Interstate Bank of Nevada ,and Nevada 
Federal Credit Union where he also served as President for several years. In addition, Mr. O’Reilly served as 

Chairman of the Board and Chief Executive Officer of a publicly traded gaming company listed on the New 
York Stock Exchange. 



In 1987, Mr. O'Reilly was appointed as Chairman of the Nevada Gaming Commission by then Governor 
Richard H. Bryan (now retired U.S. Senator Bryan) and served as a member of the Nevada Gaming Policy 
Committee. 

Mr. O'Reilly has been active in the Nevada business, legal, financial and gaming communities by serving as: 

x Chairman of the Board of Strategic Associates, Inc., a company which led the business planning process 
relating to the redevelopment of Downtown LasVegas (Fremont Street) and the creation of the Fremont 
Street Experience 

X A member of the Las Vegas Strip Improvement Project Committee 

X A member of the Citizens Advisory Committee of the Regional Transportation Commission 

X President of the Las Vegas Corporate Challenge Community Foundation 

x An Alternate Municipal Judge in the City of Las Vegas 

X President of the Clark County Bar Association 

X Founder and President of the Past President's Association of the Clark County Bar Association 

x President of the Clark County Bar Association's Communique Magazine 

X A member of the American Trial Lawyers Association (ATLA) 

x A member of the American Trial Lawyers Association Partnership in Advocacy Program 

x A member of the American Board of Trial Advocates (ABOTA) 

X Chairman of the Government Affairs Section of the International Association of Gaming Attorneys 

X A member of American Intellectual Propeiry Law Association (AIPLA) 

x A member of the International Association of Gaming Investigators 

X President and member of the Board of Directors ofthe Nevada Federal Credit Union 

Mr. O'Reilly was formerly employed in the audit and tax departments of the international public accounting and 
consulting firms of Arthur Andersen & Co. and Ernst & Ernst (now Ernst &Young). 

COMMUNITY LEADERSHIP 

John O'Reilly is a Past-Chairman of the Board of NTS Development Corporation, a non-profit corporation 
formed to encourage economic development activities at and related to the Nevada Test Site and its affected 
communities. In addition, he is the Chairman/Founder of Vision 2020 . . . TODAY, Inc., a corporation formed 
to initiate and participate in the planning process involved in establishing the Southern Nevada Region as the 

"Global Community of the 21st Century." 

Mr. O'Reilly is also the Past Chairman of the Las Vegas Chamber of Commerce Foundation and is a Past 
Chairman of the Board of Trustees ofthe Las Vegas Chamber of Commerce. During his term as Chairman of 



the Chamber, Mr. O'Reilly proclaimed and began pursuit of the commitment to develop Las Vegas and its 
surrounding communities as the "City of the Century . . . Community of the Future." 

In addition to his extensive commitment to the Chamber of Commerce, Mr. O'Reilly has been active in various 
community, national and international business and non-profit organizations, both in and out of Nevada, 
including: 

X Urban Land Institute 

X Nevada Development Authority 

X Nevada Goals 2000 

x Downtown Las Vegas Partnership 

x University of Nevada Las Vegas Foundation 

x Clark County Public Education Foundation 

x Henderson Chamber of Commerce 

x United Way of Southern Nevada 

x Boys and Girls Clubs of Las Vegas 

X Boulder Dam Area Boy Scout Council 

X Catholic Community Services 

X Knights of Malta 

x Nevada Police & Fire Emerald Society 

x Air Force Association 

John O'Reilly is a past member of the Board of Trustees of Loyola Marymount University in Loshgeles, 
California and formerly served on the Board of Regents of Loyola and as Chairman of the Board of Regents of 
Bishop Gorman High School in Las Vegas, Nevada, Appointed by Governor Bob Miller in 1996, Mr. O'Reilly 
served as the Chairman of the Governor's Health Care System Review Committee for the State of Nevada. He 
appeared in the health care video "Honorable Discharge," a program designed to educate hospital patients and 
their families on discharge procedures, and he was the Chairman/Founder of Family Cabinet, Inc., a non-profit 
organization focused on the development of family resource centers throughout the community. Mr. O'Reilly 
has been involved in numerous community-wide issues and initiatives relating to growth, infrastructure, 
transportation, communication, education, health care, child development, family resources and various other 
issues which have an impact on the quality of life in Southern Nevada. An avid sports fan, Mr. O'ReiUy was 
appointed to serve as Chairman of the Community College of Southern Nevada Intercollegiate Athletics Study 
Committee, a committee that was successful in obtaining an intercollegiate athletics program at CCSN. As a 
result of that accomplishment, Mr. O'Reilly was appointed to serve as Chairman of the Community College of 
Southern Nevada Intercollegiate Athletics Advisory Committee. In addition, he launched the "Random Acts of 
Kindness Revolution'' in Clark County by challenging the bar association and governmental personnel to 
perform gestures of goodwilI toward both local residents and visitors to Southern Nevada. 

PUBLICATIONS 

John O'Reilly is the author of Vision 2020. . . TODAY!, a blueprint for the future of Southern Nevada (January 
1997) and the 1991 industry-wide surveylreport on the future of gaming in the State of Nevada, "Gaming in 
Nevada Status Report," and he is the co-author of the Downtown Progress Association's strategic Business Plan 
for the Fremont Street Experience (December 1992). In addition, Mr. O'Reilly has written numerous articles 



relating to various aspects of life in Southern Nevada, including gaming, entertainment, tourism, community 

issues, quality of life and the future of the Southern Nevada Region. 

PROGRAMS AND PUBLIC SPEAKING 

John O'Reilly has been a member of the International Platform Association, an organization founded in 1831 by 

Daniel Webster & Josiah Holbroolc for public speakers and entertainers. 

Mr. O'Reilly served as the Executive Producer of "Preview Las Vegas," the annual forecasting event hosted by 

the Greater Las Vegas Chamber of Commerce and voted the "Number One Business Event ofthe Year'' by the 

Las Vegas Business Press readership. In connection with 'fPreview,I' Mr. O'Reilly made numerous appearances 

on radio and television news and talk shows, and was the Executive Producer and Co-Host of the two-hour 

special "The Future of Las Vegas . . . TODAY!," which aired on KLVX-TV in early 1997. 

In addition to "Preview," Mr. O'Reilly has participated as a speaker, moderator, instructor and/or panel member 

at various gaming, red estate and forecasting conferences in Las Vegas, throughout the United States and 

around the globe, including: 

x Global Energy Futures Exchange 

x Global Super Projects Conference 

X Asia Pacific Gaming Conference 

X International Gaming & Business Expo 

X World Gaming Congress & Expo 

X Riverboat Gaming Congress & Expo 

x Gaming & Resorts Business Development 

x Gaming Development & Investment Forum 

Entertainment Real Estate Forum 

x Gaming Development & Investment Forum 

Entertainment Real Estate Forum 

x Entertainment Retail Conference 

x Land Faire 

X Real Trends 

X Governor's Conference on Travel & Tourism 

X Governor's Conference on Economic Development 

x FBI National Academy Conference 

From 1989 through 1996, John O'Reilly coordinated the annual Gaming Hall of Fame Awards and served as its 

Master of Ceremonies, honoring such notables in the gaming industry as William Harrah, Bill Bennett, Benny 

Binion, Barron HiIton, Sam Boyd, Kirk Kerlrorian, Steve Wynn and many other gaming industry leaders, 

Mr. O'Reilly has also been the keynote speaker at various conferences and luncheons for such professional 

organizations as: 



X American Planning Association 

X Western Electric Power Institute 

x Society for Marketing Professional Services 

X Nevada Society of CPAs 

X CPA Education Association 

X Nevada Development Authority 

x National Association of Industrial Office 

Properhies 

x Greater Las Vegas Association of Realtors 

x Nevada Restaurant Association 

x Nevada Independent Insurance Agents 

x Southern Nevada Human Resources Association 

X Clack County Bar Association 

x Rotary Club 

X Kiwanis Club 

X League ofwomen Voters 

In addition, Mr. O'Reilly portrayed Meriwether Lewis in "The Trial of Thomas Jefferson'' for the National 

Judicial College and has spoken at several leadership conferences, including the Clark County Leadership 

Forum, the Clark County Mid-Managers Leadership Conference, Leadership Las Vegas and the Youth 

Leadership Advance. Mr. O'Reilly has also presided as the Chairman at various events and fundraisers hosted 

by local and national non-profit organizations. 

HONORS AND RECOGNITIONS 

John O'Reilly is the recipient of several honors and awards, including: 

x Clark County Pro Bono Project's "George & Dorce Dickerson Humanitarian Award" (1999) 

X We Can's "Public Awareness Award" (1996) 

x American Diabetes Association's "Rising Star Award" (1%) 

x Las Vegas Chamber of Commerce's "Circle of Excellence Award" (1995) 

x Boys & GirIs Clubs' "Outstanding Alumnus Award" (1995) 

x American Lung Association's "Honor Award (193) 

John O'Reilly has been recoguized in such publications as Who's Who in the World, Who's Who in the West, 

Who's Who in American Law, Who's Who in Government and the Distinguished Men in Southern Nevada and 

the 2007 Irish America Magazine's The Business 100: A Salute To f i e  Irish ill Corporate Arneiica. In addition, 

he was honored as an "Ambassador of Courtesy'' by the Las Vegas Chamber of Commerce and the Las Vega 

Convention & Visitors Authority and was selected to represent the community as a Torchbearer for the 1996 
OIympic Torch Relay, 



EDUCATION/MILITARY 

John O'Redly is a cum laude graduate of St. Louis University where he earned a Juris Doctor degree and a 
Bachelor of Science degree with a major in accounting. He is also a cum laude graduate of the University of 
Nevada Las Vegas with a Masters Degree in Business Administration. 

Mr. O'Reilly served as a Captain, legal officer, military judge and Chief of Civil Law and contracts officer in the 
United States Air Force. 
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WHEN RECORDED RETURN TO: 
Global Water Resources, LLC 
21410 N. 19” Avenue 
Suite 201 
Phoenix, Arizona 85027 

INFRASTRUCTURE COORDINATION, FINANCE AND OPTION AGREEMENT 

THIS INFRASTRUCTURE COORDINATION, FINANCE AND OPTION 
AGREEMENT (this “Agreement”) is entered into as of July a, 2006 between Global Water 

Resources, LLC, a Delaware limited liability company (“GWR” and “Coordinator”) and Sierra 

Negra Ranch, LLC, a Nevada limited liability company (“Landowner”). 

RECITALS 

A. Coordinator is engaged in the business of, among other things, acquiring and 

consolidating water and wastewater utilities, coordinating the provision of water, wastewater and 

reclaimed water services to landowners through Coordinator’s regulated public service 

corporation affiliates and providing services or benefits to landowners, such as: (i) developing 

master utility plans for services including natural gas, electricity, cable television, Internet, 

intranet, and telecommunications; (ii) providing coordination of construction services for water, 

reclaimed water and wastewater treatment facilities, and (iii) providing financing for the 

provision of infrastructure in advance of growth. Coordinator’s services to be provided pursuant 

to this Agreement shall, however, be provided as set forth hereinafter. 

€3. Coordinator owns several regulated utilities in the State of Arizona and is in the 

process of acquiring West Maricopa Combine, Inc. (“WMC”), an Arizona corporation, the 

holding company for five regulated water utilities including Water Utility of Greater Tonopah, 

Inc. (“WUGT””), an Arizona corporation, the result of which is expected to include serving the 

Landowner’s property known as Silver Water Ranch and Silver Springs Ranch (the “w’) as 

more particularly described in Exhibit A to this Agreement. Coordinator intends to coordinate 

and facilitate water utility service to the Land through WUGT and any and all of Landowner’s 

obligations under this Agreement relating to water utility service are contingent on final closing 

of the acquisition of WMC and WUGT. Upon such closing and approval, WMC and WUGT 
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will be wholly owned subsidiaries of Global Water, Inc., a wholly owned subsidiary of GWR. 

Coordinator represents and warrants: (1) that the acquisition of WMC and WUGT does not 

require approval of the Arizona Corporation Commission (",Cc"); (2) that Coordinator has full 

power to carry out the transactions provided for in this Agreement; (3) that Coordinator is not a 

party to any bankruptcy or similar proceeding, nor to the best of Coordinator's knowledge, are 

there any other matters pending which would adversely affect Coordinator's ability to perform 

the services set forth in this Agreement; (4) and that Coordinator has the financial capacity and 
experience to oversee and financially guarantee and hereby does guarantee to Landowner that 

Coordinator's subsidiaries will have sufficient financial resources to provide the Utility Services 

described in this Agreement. 

C. Coordinator has formed a wastewater utility referred to as Hassayampa Utility 

Company, Inc. (,,HUC") in order to serve the Land and other properties in the area, and has filed 

an application with the ACC for issuance of a Certificate of Convenience and Necessity 

(L'CC&N") to provide public wastewater utility service in the State of Arizona. HUC's pending 

application for issuance of a CC&N pertains to another development and currently is before the 

ACC under Docket No SW-20422A-05-0659. HUC is a wholly owned subsidiary of Global 

Water, hc. ,  a wholly owned subsidiary of GWR. Coordinator provides equity and will provide 

equity for its subsidiaries' capital construction and improvements. 

D. It is Coordinator's intention in this Agreement to coordinate the provision of 

integrated water, wastewater, and reclaimed water plant and services, and those related services, 

to the Land. Within thirty (30) days of the closing of the acquisition of WMC and WUGT by 
Coordinator, Coordinator shall coordinate and arrange for the filing of CC&N extension 

applications by WUGT and HUC as necessary with the ACC to provide water, reclaimed water, 
and wastewater service (collectively, ''Utility Services") to the Land as well as other land. 

Coordinator shall consult and coordinate with the Landowners regarding such filing. To the best 

of Coordinator's actual knowledge, there are no laws, restrictions or other agreements which may 

prevent Coordinator from obtaining all the governmental authorizations described in this 

Agreement, including the CC&N extension and approvals fiom the ACC. Coordinator does not 

have an agreement with any third party (other than a financing agreement with its lenders) under 

which Coordinator or its successors in interest is or could become obligated to (i) sell HUC or 

WUGT or any portion thereof to a third party, or (ii) grant, transfer, or dedicate any part of 
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HUC’s or WUGT’s assets to a third party. Under this Agreement, Coordinator shall facilitate 

and mange the provision of water, wastewater and reclaimed water services to the Land through 

WUGT and HUC, and Coordinator shall financially guarantee to Landowner that W G T  and 
HUC will have sufficient financial resources to provide water, wastewater and reclaimed water 

service to the Land. Landowner’s obligations under this Agreement relating to wastewater 

service are contingent on HUC obtaining a valid CC&N from the ACC and extending its CC&N 
to include the Land, and Coordinator’s continuing financial guarantees as set forth in this 

Agreement. Landowner’s obligations under this Agreement relating to water service are 

contingent on WUGT obtaining a final order from the ACC extending WUGT’s CC&N to 

include the Land, and Coordinator’s financial guarantees as set forth in this Agreement. Under 

this Agreement, Coordinator, WUGT and HUC shall be responsible for any and all engineering, 

design, construction, licensing, permitting, payment and financing for and of any and all water, 

wastewater, and reclaimed water plant, production, treatment, storage, pumping, and delivery 

facilities constructed on or off the Land or on Coordinator’s, WUGT’s or HUC’s properties to 

the Delivery Points as defined below (the “Off-Site Facilities”), necessary to provide water, 

reclaimed water, and wastewater service to the Land, and shall hold Landowner harmless from 

any liens or additional charges on the Land resulting from Coordinator’s, WUGT’s, and HUC’s 

provision of services to the Delivery Points as set forth in this Agreement. Under this 

Agreement, “Off-Site Facilities” means those water, reclaimed water, and wastewater facilities to 

be constructed by Coordinator or its subsidiaries under this Agreement, including all water, 

reclaimed water, and wastewater plant, production, treatment, transmission, storage, pumping, 

and delivery facilities constructed either off the Land, on the Land (but expressly excluding any 

delivery systems to the actual end-users on the Land), or on Coordinator’s, WUGT’s or HUC’s 

properties to the Delivery Points as further defined and set forth on attached Exhibit H. 

Landowner shall not have any additional financial responsibilities for Off-Site Facilities, 

including additional charges or hook-up fees intended to reimburse Coordinator, HUC andor 

WUGT for Off-Site Facilities costs, except as set forth in this Agreement. 

E. Landowner is the fee simple owner of that certain real property located in 

Maricopa County, Arizona, the legal description of which is included on the attached Exhibit A 

(the “w). 
F. To protect Landowner’s long-term investment in the Land and to ensure that the 
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I ‘  

Land has access to essential utility services, the Landowner desires to engage Coordinator to 

provide various services including arranging and coordinating for the Landowner the provision 

of water, reclaimed water, and wastewater utility services, and related services, by WUGT and 

HUC with respect to the Land pursuant to the terms and conditions hereinafter set forth. 

Landowner will work with WUGT and HUC to include the Land in WUGT’s and HUC’s CC&N 

service areas as necessary. Landowner may entitle and sell the land in whole, in part, or in 

multiple phases to entities for future development. Through Coordinator, Landowner has 

requested water, reclaimed water and wastewater services from WUGT and HUC, and GWR 

through WUGT and HUC has, subject to the terms of this Agreement and as otherwise legally 

permitted, agreed to provide such services to Landowner, including the financing and 

construction of any and all Off-Site Facilities necessary to provide water, reclaimed water and 

wastewater services to the Land. Coordinator shall facilitate and arrange for WUGT and HUC to 

provide “will serve” letters contemporaneously with the execution of this Agreement in a form 

consistent with Exhibit I and shall provide notices of intent to serve as required by governmental 

agencies from WUGT and HUC for Landowner. In the event WUGT and HUC do not provide 

such will serve letters and notice of intent to serve to Landowner, any amounts paid by 

Landowner under this Agreement shall remain in an interest bearing escrow account as set forth 

hereinafter until WUGT and HUC provide such will serve letters and notices of intent. If 

WUGT and HUC fail to provide such letters and notices within 90 days of the date of this 
Agreement, Landowner shall have the right to a refund of any and all monies in such escrow 

account, including accrued interest. The Parties acknowledge that all Utility Services will be 

provided by WUGT and HUC, and that Coordinator itself does not provide Utility Services, 

G. The Parties acknowledge that the approval or extension of WUGT’s and HUC’s 

CC&Ns may not be finalized until such time as the appropriate Arizona Department of Water 

Resources (“ADWR”), Arizona Department of Environmental Quality (“ADEQ), Maricopa 

County Environmental Services Department (“MCESD), and Maricopa Association of 

Governments (‘‘WG‘’) permits and approvals are in place. 

H. The parties recognize and acknowledge that this Agreement is a financing, 

coordination, and option agreement only as more fully set forth herein. The fees contemplated in 
this Agreement represent an approximation of the carrying costs associated with interest and 

capitalized interest associated with the financing of infiastructure for the benefit of the 
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Landowner or its successors until such time as the rates associated from the provision of services 

within the areas to be served as contemplated by this agreement generate sufficient revenue to 
carry the ongoing carrying costs for this inkstructure. Coordinator shall bear the risk that the 

approximation of the carrying costs does not match actual carrying costs, and Landowner shall 

not be required to pay any additional amount to Coordinator or to others for carrying costs. 

Nothing in this Agreement should be construed as a payment of principal, a contribution or 

advance to the utilities and will bear no repayment of any kind or nature in the future, unless 

otherwise agreed by the Parties, or except as otherwise required in this Agreement. 

1. The Parties recognize, acknowledge and agree that the wastewater provisions of 

this Agreement are contingent upon one twenty (20) acre wastewater treatment site, with an 
option for up to 10 additional contiguous acres as described in subsection 3.5, for a Water 
Reclamation Facility (“WRF”), as outlined in the MAG 208 document filed by HUC on May 8, 

2006, being deeded to HUC within 60 days of signing this Agreement or as soon thereafter as is 

reasonably possible under applicable Arizona laws. Any change to the site location identified in 

the MAG 208 proceedings will require Landowner’s written consent, not to be unreasonably 

withheld, and, if required, Coordinator shall seek to obtain an amendment to the MAG 208 Plan. 

The Parties also recognize, acknowledge and agree that the water supply obligations of this 

Agreement are contingent upon a three (3) acre water treatment plant (‘‘WTP”) site being deeded 

to Coordinator or to WUGT within twelve months of the execution of this Agreement or as soon 
thereafter as is reasonably possible under applicable Arizona laws. The WTP site can be located 

within the open space requirements of Maricopa County. In the event HUC andor Coordinator 

fail to satisfy and/or meet, or more likely than not will not be able to meet, any and all CC&N 

conditions or other regulatory requirements, or other conditions and performance requirements 

set forth in this Agreement for reclaimed water and/or wastewater services as provided for 

hereh, the land for the WRF shall revert immediately to Landowner and HUC andfor 

Coordinator shall deed such land in fee with no encumbrances to Landowner within 60 days of 

such failure. In the event WUGT andfor Coordinator fail to satisfy and/or meet, or more likely 

than not will not be able to meet, any and all CC&N conditions or other regulatory requirements, 

or other conditions and performance requirements set forth in this Agreement for water services 

as provided for herein, the land for the WTP shall revert immediately to Landowner and WUGT 

andor Coordinator shall deed such land in fee with no encumbrances to Landowner within 60 
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days of such failure. In these events, Coon inator sha 1 execute any and all necessary additional 

documents to effectuate such reversion to Landowner within ten (10) days of Landowner’s 

written request. The locations of the WRF and WTP must be reasonably approved in writing by 

the Landowner, and any changes to the approved locations shall require the Landowner’s 

additional written approval and will occur upon Landowner’s reasonable request. The proposed 

WRF locations as submitted on the MAG 208 filing are identified on Exhibit H. 
J, The Parties recognize, acknowledge and agree that this Agreement is contingent 

upon the acquisition of WMC and WUGT by Coordinator or its affiliates. It is further 

recognized, acknowledged and agreed that $500 per EDU of the Landowner Payment described 

in subsection 4.1 will be allocated toward the acquisition purchase price of WMC and all its 

subsidiaries. 

AGREEMENT 

NOW, THEREFORE, for good and valuable consideration, the receipt and sufficiency 

of which are hereby acknowledged, the Parties hereto agree as follows: 

1. Obligations of Coordinator. Upon execution of this Agreement, Coordinator shall 

use its best efforts to complete the acquisition of WMC and WUGT, and upon such acquisition, 

Coordinator shall facilitate, mange andor coordinate with WUGT and HUC to provide Utility 

Services to Landowner, including without limitation, obtaining any and all necessary permits and 

approvals from the ACC, ADWR, ADEQ, MCESD, and MAG for WUGT and HUC lawfully to 

provide timely Utility Services to the Land, which will contain approximately 8,622 EDUs. In 

return for the payments by Landowner herein, and subject to the terms herein, Coordinator, 

through WUGT and HUC, shall construct any and all water, reclaimed water, and wastewater 

treatment plant, delivery facilities and lines required by the development plan to the Delivery 

Points and to a reclaimed water storage facility within the Land, at locations to be requested by 

Coordinator or Landowner consistent with the development master plan and plats, and approved 

by Landowner (the “Deliverv Points”). Delivery Points have been estimated based on the 

current site plan and noted on Exhibit H. Coordinator shall achieve substantial completion of the 

WTP and WRF within 18 months of the issuance of the Start Work Notice (“SWN”) described in 

subsection 4.1 below including any and all Off-Site Facilities. Coordinator shall and hereby does 

financially guarantee to Landowner that WUGT and HUC shall have sufficient financial 
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resources to construct the appropriate water, reclaimed water, and wastewater facilities to 

provide water, reclaimed water and wastewater services to the Land for approximately 8,622 

EDUs. It is estimated that it may take up to eighteen (18) months to obtain all necessary 

permits andor approvals contemplated by this Agreement. Following satisfaction of the 

conditions and regulatory approvals set forth above, Landowner may in its absolute discretion 

issue a SWN to Coordinator to commence construction. Upon issuance of such notice, 

Coordinator shall commence bidding of construction services. Coordinator shall facilitate the 

construction and achieve substantial completion within 18 months from the date of such notice as 

referenced below. 

2. Coordination with WUGT and HUC. Coordinator shall cooperate with 

Landowner as reasonably requested by Landowner and shall arrange and obtain the list of 

services on Exhibit D hereto for Landowner to be provided from WUGT and HUC, subject to 

obtaining the applicable regulatory approvals. Landowner or any successor to Landowner 

desiring the delivery of Utility Services to any portion of the Land from the Delivery Points must 

enter into separate Water Facilities Extension and Wastewater Facilities Extension Agreements 

(the “Extension Agreements”) with WUGT and HUC respectively, at or prior to the time any 

portion of the Land has received final plat approval from Maricopa County (“Plat Ap~roval”) 

unless otherwise agreed by the Parties. The Extension Agreements shall not contain any charges 

or fees for the cost of Off-Site Facilities or related services provided to the Delivery Points, 

including any administrative or oversight charges. To the extent either WUGT or HUC requests 

that Landowner contribute or finance additional monies for Off-Site Facilities to provide water, 

reclaimed water or wastewater service to the Land, Coordinator hereby acknowledges and agrees 

that Landowner shall not be responsible for payment of such additional costs for Off-Site 

Facilities to WUGT or HUC. Rather, Coordinator shall be responsible for payment of any and 

all such additional costs for Off-Site Facilities as requested by WUGT or HUC or as otherwise 

required. At Landowner’s option, Landowner may pay WUGT or HUC for such additional costs 

for Off-Site Facilities, and Landowner then may offset and deduct any such payments to WUGT 

or HUC against any remaining amounts due to Coordinator under this Agreement. Unless 

otherwise agreed and negotiated by the Parties, which the Parties agree to do in good faith, the 

Extension Agreement shall be in the form attached hereto as Exhibits E and E, subject to the 

approval of the ACC. 
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3. Obligations of Landowner, Landowner agrees to cooperate with Coordinator as 

reasonably requested by Coordinator and agrees to provide all information and documentation 

reasonably available to Landowner about the Land reasonably necessary for Coordinator to 

comply with its obligations under this Agreement. The site plan anticipated at the time of this 

Agreement for the Land is attached hereto as Exhibit B. Landowner may make changes to the 

site plan at Landowner's discretion (so long as such changes do not materially affect the 

obligations of the Parties herein), or the site plan will change consistent with Maricopa County 

decisions and requirements, and such changes shall be incorporated into this Agreement when 

received by Coordinator. 

3.1 In addition, Landowner agrees to grant to WUGT and HUC, all reasonably 

necessary easements and rights of way on the Land requested by Coordinator and agreed 

by Landowner for the construction and installation and subsequent operation, 

maintenance and repair of the Utility Services. As determined and reasonably agreed by 

the Parties, such easements and rights of way shall be of adequate size, location and 

configuration so as to allow WUGT and HUC, when the Land is developed by 

Landowner or its successors, ready and all weather access to all facilities for maintenance 

and repairs and other activities reasonably necessary to provide safe and reliable water, 

reclaimed water, and wastewater Utility Services in a timely manner. Landowner is not 

required to provide any easements or access to any locations outside of the Land. 

3.2 Assured Water Sumlv Once WUGT has constructed the WTP and has a 

pressurized water system inclusive of hydrants on the portion of the Land where 

Landowner needs and has requested water, and except as otherwise provided in this 

Agreement, the Parties agree that Landowner will pay the ACC Tariff rates for water 

provided by WUGT, including construction water. Coordinator shall coordinate and 

negotiate with WUGT for a credit or reimbursement to Landowner in an amount equal to 
Landowner's reasonable expenditures and reasonable costs to provide any non- 

groundwater water resources or Type 2 right to WUGT pursuant to subsection 3.2.1 
below. In order for the credit or reimbursement to occur, WUGT must own or control the 

non-groundwater water resource or Type 2 right provided by Landowner. The reclaimed 

water Tariff rate shall apply to any water WUGT provides to Landowner for interim uses 

on parcels that will use reclaimed water long term, such as golf course watering, lake fill 
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and refill, and common area watering, Landowner agrees to not apply for a Certificate of 
Assured Water Supply before January 1, 2007 to allow Coordinator the opportunity to 

research the option of obtaining an Assured Water Supply Designation. 

3.2.1 Coordinator is currently planning to have WUGT obtain an Assured Water 

Supply Designation (“Designation”) fiom ADWR to serve WUGT’s service area. This 

subsection 3.2.1 shall apply only if Coordinator or WUGT secure a Designation. As 
Landowner at its discretion ceases to utilize the appurtenant grandfathered groundwater 

withdrawal rights on the Land or any phase of the Land for which a final plat has not yet 

been approved, for farming or raising of stock, and for construction or development 

purposes, Landowner will submit an application to ADWR to extinguish the Irrigation 

Grandfathered Rights and Type 1 Rights appurtenant to these areas, and will transfer the 

extinguishment credits to WUGT in consideration of WUGT’s provision of an assured 

water supply for the Land. Landowner or its successor may at their discretion retain the 

Type 1 Rights appurtenant to a parcel of land to utilize long term in conjunction with 

development of hot spring facilities on the Land. To the extent the Irrigation 

Grandfathered Rights, Type 1 Rights, or alternative water supplies provided by 

Landowner to WUGT at the time set forth in Section 3.2 and pursuant to this subsection 

3.2.1 are insufficient to provide the quantity of water necessary to meet the needs of 

certain non-residential uses, including water features, hot spring facilities, turf-related 

facility watering, lakes, and golf course uses, Landowner agrees to provide Type 2 rights, 

Type 1 rights delivered fiom other portions of the Land that have not yet received final 

Plat Approval, long-term storage credits and/or a recovery well permit, or an acceptable 

alternative water supply, that may be used to serve these uses in a manner that is 

consistent with ADWR’s consistency with management goal requirements and that, if 

applicable, does not result in an increase to any replenishment obligation of WUGT 

(unless Landowner satisfies such obligation) until the Land is generating enough 

reclaimed water for those purposes. Coordinator shall negotiate and coordinate with 

WUGT to withdraw and serve such Type 2 water, Type 1 water, stored water or 

alternative water to Landowner upon request as set forth in this Agreement. 
Notwithstanding the provisions in this subsection, Coordinator will indemnify 

Landowner for any actions taken by Coordinator or its subsidiaries that demonstrably 
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harms Landowner’s priority to physically available water below Landowner’s property as 

determined in the ADWR’s Analysis of Assured Water Supply (“Analvsis”) number 28- 

401346.0000 dated September 28,2004. Coordinator’s indemnity shall be limited to the 

obligation to timely provide an equivalent amount of physically available water of such a 

quantity and quality as is required to meet Landowner’s objectives for the Land within the 

quantity and quality deemed available in the Analysis. 

3.2.2 This subsection 3.2.2 shall apply if Coordinator or WUGT are unable to 

obtain a Designation or if Coordinator or WUGT fail to obtain or will not be able to 
obtain a Designation within six (6) months prior to the date Landowner or its successors 

reasonably expect to obtain final Plat Approval for any part of the Land. Landowner 

shall retain all Irrigation Grandfathered Rights and Type 1 Rights appurtenant to the Land 

or phase to be Certificated. Landowner or its successors will notify Coordinator of the 

platting timeline when the same is determined by Landowner in its reasonable discretion. 

Landowner shall retain the right to use Type I Rights within the Land or phase, and 

WUGT shall be responsible for administering or reporting such uses if required by 
ADWR or the Central Arizona Groundwater Replenishment District. If Landowner 

chooses to extinguish any Irrigation Grandfathered Rights or Type 1 Rights, Landowner 

will retain the extinguishment credits. For two years past the date the Certificate of 

Assured Water Supply issues for the applicable Land or phase, WUGT shall have the 

exclusive option to purchase any such extinguishment credits resulting from such Land or 

phase pursuant to this subsection for $100 per credit to be paid to the owner of the 

credits. 

3.3 Coordinator or WUGT’s interests in owning existing wells on the Land 

are primarily for groundwater uses until reclaimed water is available as well as possibly 

converting the well to a service area well for use in water production for the CC&N area. 

After Landowner or its delegee have ceased farming a portion of the Land, and if such 

wells, tanks, pressurization structures or other water appurtenances are no longer needed 

by Landowner for uses on or under the Land, Landowner shall transfer and convey to 

Coordinator or WUGT at no cost to WUGT (or Coordinator) any of Landowner’s wells, 

tanks, pressurization structures, and other water appurtenances of any kind or nature on 

such portion of Land that Coordinator, in its sole and reasonable discretion, deems useful 
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for WUGT, whether operational, abandoned, agricultural or otherwise. In addition, if 

WUGT identifies existing well sites on the Land that WUGT deems useful for WUGT, 

and such existing well sites are not located within areas identified in the current or any 

approved preliminary plans as areas to be used for entrances, entry monumentation or 

public roadways, Landowner shall cause such well sites to be identified on the final Plat 

Approval and dedicated to WUGT in fee, free of all liens, claims and encumbrances of 

any kind or nature whatsoever. If WUGT selects an existing well site for uses identified 

at the beginning of this sub-section, and Landowner or its successors still wish to use the 

existing well, then Landowner or its successors will establish a customer account with 

WUGT whereby Landowner can obtain the water necessary to continue farming or 

raising of live stock, or for construction uses in areas or phases of the Land that lack a 
pressurized water system inclusive of hydrants at a special agricultural or bulk rate equal 

to Landowner’s cost of pumping and required repairs prior to the transfer of the well. In 

lieu of ACC approval for the special agricultural or bulk rate, Coordinator will subsidize 

the Landowner in this area. Coordinator or WUGT shall be responsible for the well site, 

well replacement, and all well operation and maintenance expenses. Any well sites, tanks 

and pressurization structures not transferred to Coordinator or WUGT are to be 

decommissioned at the Landowner’s expense. 

3.4 Both Parties acknowledge that until reclaimed water is available for the 

Land, groundwater fiom wells on the Land may be utilized. The rate charged for the use 

of such groundwater for lake fills is the ACC Tariff rate set for reclaimed water. 

Coordinator will obtain an Interim Use Permit (“IUP”) from ADWR on behalf of the 

Landowner or the Landowner’s homeowners association to allow the use of groundwater 

or alternative water source until reclaimed water is available. Specific identified costs 

associated with completing the IUP will be reimbursed by Landowner to Coordinator 

subject to written documentation of such costs. Such costs may include engineering 

plans prepared by Landowner’s engineering firm for the benefit of ADWR subject to 

Landowner’s prior written notice. The ongoing renewal costs and annual reporting 

associated with the maintenance of the IUP shall be borne by the Landowner or the 
designated homeowners association as appropriate. Upon agreement of the Parties, 
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which will not be unreasonably withheld by Coordinator, Landowner or its successor 

may submit its own IUP application at its own expense. 

3.5 Landowner agrees to deed or cause the deeding by the record owner, free 

and clear of all liens and encumbrances, and at no cost to Coordinator, one twenty (20) 

acre wastewater treatment site for a Water Reclamation Facility (“WRF”), as outlined in 

the MAG 208 document filed by HUC on May 8,2006 and as determined in consultation 

with Landowner, to Coordinator or to HUC prior to the filing of an Aquifer Protection 

Permit by HUC. If Landowner’s approved development master plan requires changes to 

the WRF location or plan, Coordinator shall seek approval for an amendment the MAG 

208 Plan consistent with the approved development master plan for the Land. If a site 

change for the WRF is required, Landowner recognizes Coordinator’s obligation under 

the preceeding sentence is contingent on the approved amendment of the MAG 208 Plan. 

As required for service to the Land, Landowner is responsible for all costs related, if any, 

to provide that the actual footprint of the WRF (as located within the WRF site) is out of 

the floodplain prior to the filing of permits at Landowner’s request as necessary for the 

construction and ultimate operation of the WRF to serve the Land. Landowner 

acknowledges the 20 acres may require specific zoning and will use its best efforts to 

achieve zoning necessary from Maricopa County for the location and operation of a 

WRF. The Parties agree that the Utility Services for the Land are contingent on the use 

of this site as a WRF. If required to meet MAG 208 regional plan requirements, after the 

initial 20 acres are conveyed, and upon Coordinator’s request, Landowner shall convey to 

Coordinator, or HUC or Coordinator’s nominee subject to the requirements of this 

Agreement, excess land in the amount of up to an additional 10 acres contiguous to the 

WRF site (the “Excess Land”) that is also free and clear of all liens and encumbrances, 

and Landowner will use its best efforts to achieve zoning necessary from Maricopa 

County for the location and operation of a WRF on such Excess Land. Coordinator or 

HUC will have an option to purchase the Excess Land fkom the Landowner for a period 

of five years from the date of signing this Agreement at a purchase price based upon 

Landowner’s basis in the land at the time of execution of this Agreement plus accrued 

interest fiom the date of this Agreement. The interest rate paid will be the Prime Interest 

Rate as established by Wells Fargo Bank or Chase Bank as determined by Landowner in 

12 



its reasonable discretion. Coordinator may exercise such option solely for purposes of 

locating and operating a WTP, WRF or Wastewater Treatment Plant on the Excess Land. 

If the option is exercised for a WTP, then the unused WTP land referred to in Recital I 

and Section 3.6 of this Agreement not otherwise used for such purpose shall be returned 

to Landowner. The Parties further understand and agree that the total amount of land 

provided under this subsection, including any and all setbacks shall not exceed 30 acres. 

Coordinator or HUC shall grant Landowner an easement to use up to two of the four 

sides of the 350 foot setback within such 30 acres as Landowner requests, so long as such 

uses and easement are consistent with government requirements and HUC’s service 

obligations to its customers. Maintenance of the setback used by the Landowner is the 

responsibility of the Landowner. Coordinator agrees that the acreage provide to 

Coordinator and HUC pursuant to this subsection is sufficient to satisfy any ADEQ or 

other setback requirements applicable to HUC‘s wastewater treatment facilities. 

Coordinator also agrees that the use of the acreage by Coordinator, WUGT and/or HUC 
shall be limited to facilities and structures necessary for WUGT and/or HUC to provide 

water, reclaimed water and wastewater services, including reclaimed water retention 

structures and SCADA towers not to exceed 150 feet unless otherwise consulted with the 

Parties. The Parties acknowledge and agree that Coordinator, WUGT andor HUC may 

install only one tower per WTP, WRF and well site. Coordinator shall not allow any 

party other than Landowner without Landowner’s written permission to use, any of the 

four sides of the 350 foot setback for a purpose that Landowner determines is inconsistent 

with k t u r e  development plans (for example, cell phone towers, electrical towers, or other 

unsightly uses, or uses likely to be a nuisance to neighboring homeowners). In 

consultation with Landowner, Coordinator shall make reasonable efforts to design and 

confrgue such SCADA tower to minimize disruption of development views or other 

impacts on the Land. In the event Coordinator or its subsidiaries do not use the 20 acre 

WRF site for location and siting of a WRF to serve the Land, or in the event that 

Coordinator or its subsidiaries do not use the 3 acre WTP site for location and siting of a 

WTP to serve the Land, or in the event that Coordinator or its subsidiaries do not use the 

Excess Land for location and siting of a WRF and/or WTP, then Coordinator shall 

reconvey such unused Land or unused portion of the Land to Landowner. 
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3.6 The Landowner further agrees, within 12 months of the execution of this 

Agreement, or as soon thereafter as is reasonably possible under applicable Arizona laws, 

and at no cost to Coordinator, to deed, free and clear of all liens and encumbrances, a 
three (3) acre water treatment site (“WTP”) to Coordinator or to WUGT in a location 

reasonably requested by Coordinator or WUGT and approved in writing by Landowner. 

3.7 In the event HUC, WUGT andor Coordinator fail to satisfy andor meet 

any and all CC&N conditions or other regulatory requirements, the land previously 

deeded for the unsuccessful WRF andor WTP shall revert to Landowner. HUC, WUGT 

andor Coordinator shall deed such land back to Landowner within one month of 

Landowner’s request free and clear of any and all encumbrances and/or liens on such 

land. Coordinator shall execute any and all documents necessary to effectuate such 

reversion to Landowner. 

4. Payment Obligations. Landowner, or its assigns in title and/or successors in title, 

shall pay Coordinator as an acquisition, interest and financing fee as full and final compensation 

to the Coordinator in consideration for its services and performance of its covenants and 

agreements contained in this Agreement, at the times specified in this Agreement the total sum of 

$5,500.00 per EDU in the developments (the “Landowner Payment”), with any portion of this 

sum unpaid at the time of final plat approval for the portion of the Land affected, or sale of the 

Land or a portion of the Land by Landowner, whichever occurs later, adjusted upward based on a 

CPI Factor as defined in this Agreement. However, if Maricopa County requires a water andor 

wastewater plant to be substantially complete prior to the issuance of a final Plat Approval 

requested by Landowner, and only if Landowner has issued a SWN, the unpaid portion of the 

Landowner Payment for the EDUs in the plat submitted by Landowner for approval must be paid 

no later than six months after final Plat Approval. For ten years following execution of this 

Agreement, the CPI Factor is defined as the Consumer Price Index - United States City Average 

- for All Urban Consumers - All Items published by the United States Department of Labor, 

Bureau of Labor Statistics (“Index”), with the Index for the month the wastewater CC&N 

application is approved for Landowner’s Land being treated as the base Index, plus two percent 

(2%). After ten years following execution of this Agreement, the CPI Factor is defined as the 
Consumer Price Index - United States City Average - for All Urban Consumers - All Items 

published by the United States Department of Labor, Bureau of Labor Statistics (“Index”), with 
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the Index for the month the wastewater CC&N application is approved for Landowner’s Land 

being treated as the base Index. The Parties, however, further agree to renegotiate this CPI 

Factor in good faith in the event that it results in a Landowner Payment in excess of related 

financing requirements. If the Index is discontinued or revised during the term of this 

Agreement, such other govement index or computation with which it is replaced shall be 

utilized, and modified as necessary, to obtain substantially the same result as would be obtained 

if the Index had not been so discontinued or revised. For example, if the CC&N for wastewater 

is approved in December 2007, and a portion of the Landowner Payment, $500 per EDU, is due 

in April 2008, and the most current available Index is 187.3 and the Index for December 2007 

was 182.5, the Landowner Payment per EDU would be calculated as follows: $500 x 

187.3/182.5 x 1.02 = $523.41 per EDU. The CPI Factor as limited above is only applicable to 

that particular unpaid portion of the $5,500 per EDU base fee. The number of EDUs within the 

development shall be calculated as follows: (i) each single family residential EDU included in 

the final Plat Approval shall constitute one (1) EDU and (ii) each net acre of commercial or 

industrial property included in the final Plat Approval shall constitute four point eight (4.8) 

EDUs. Following the last final Plat Approval for the Land as determined by Landowner, 

Landowner and Coordinator shall reconcile the amount paid by Landowner pursuant to the 

preceding sentence with the actual portion of the Landowner Payment paid to date and 

Landowner shall pay to Coordinator or Coordinator shall pay to Landowner, as the case may be, 

the amount necessary to reconcile such Landowner Payment. All of the portion of the 

Landowner Payments for water service under this Agreement are contingent on Coordinator’s 

acquisition of WMC and WUGT. In the event that Coordinator is unable to acquire WMC and 

WUGT, the Parties agree that any payments made into an escrow account will be immediately 

returned to Landowner, including accrued interest. Further, the Parties understand and agree that 

a complaint has been filed against Coordinator with the ACC under Docket Nos. W-01445A-06- 

0200, SW-20445A-06-0200, W-20446A-06-0200, W-03567A-06-2000 and SW-0357SA-06- 
0200 alleging that certain Infrastructure, Coordination and Finance Agreements executed by 

Coordinator are invalid by Arizona law. In the event that the ACC determines that Coordinator‘s 

Infrastructure, Coordination and Finance Agreements are invalid or against the law, the Parties 

hereby agree to amend this Agreement to conform to any such decision issued by the ACC and 

in doing so shall make best efforts to maintain the substance (including all benefits and 
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obligations) of this Agreement in any amended or restated agreement. To be effective, an 

amendment or restated agreement shall require the written consent of the Parties. In the event 

that such decision by the ACC materially alters the substance of the transaction between 

Landowner and Coordinator, and precludes Coordinator from fulfilling its obligations or 

materially increases the costs to Landowner under this Agreement, the Parties agree that this 

Agreement may be voided and Coordinator shall refund any and all payments made under this 

Agreement to Landowner that are in excess of costs incurred for services or construction to date 

as previously approved by Landowner which such costs shall not be more than 15% of the 

Landowner Payments made to date if such ACC decision occurs prior to issuance of the SWN by 

Landowner. Such costs reasonably incurred for services or construction to date will be made 

available to Landowner for review. To the extent this Agreement is voided or amended as set 

forth above, Coordinator shall upon request by Landowner record any and all release documents 

related to this Agreement and any lien related to this Agreement with the County Recorder in a 

form approved by Landowner and Coordinator shall waive any and all other claims against the 

Land or Landowner under this Agreement in writing, except as otherwise allowed in an amended 

or restated agreement. To the extent this Agreement is voided, Coordinator shall within 90 days 

deed and reconvey the WTP, WRF, and all well sites received from Landowner, along with any 
and all land previously deeded to Coordinator from Landowner, to Landowner free and clear of 

any and all encumbrances, liens and restrictions, and the Coordinator shall return or assign all 

water rights or extinguishment credits provided to Coordinator by Landowner pursuant to this 

Agreement. To the extent this Agreement is voided, Coordinator shall return to Landowner 

within 90 days all plans, documents and other materials provided to Coordinator, WUGT or 

HUC by Landowner or created to design water or wastewater facilities to serve the Land. 

4.1 The following describes the timing of payments for residential EDUs of 

$5,500 per EDU plus the CPI Factor, if applicable. Until a final Plat Approval is 

received, residential EDUs are assumed to be at 3.5 EDUs per acre. Any additional 

amount due for the CPI Factor for each phase or portion of the Land is paid as each phase 

or portion receives f m l  Plat Approval. 
" Within 72 hours of the execution of this Agreement, the Landowner will deposit 

in escrow $500.00 per EDU ($4,3 11,000 for 8,622 EDUs). All $500.00/EDU will 
be released to Coordinator contemporaneously with the close of escrow for the 
purchase of WMC or, if escrow has already closed, immediately upon deposit. If 
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within 7 days of execution of this Agreement, Coordinator and WMC have not 
executed a purchase agreement for Coordinator’s acquisition of WMC, then 
Landowner’s $500 per EDU payment will be returned to Landowner; 

- Within 72 hours of the execution of this Agreement, Landowner will deposit in 
escrow $75.00 per EDU payment ($646,650 for 8,622 EDUs) for the May 8,2006 
filing of the MAG 208 plan amendment. All $75.00EDU will be released to 
Coordinator contemporaneously with the close of escrow for the purchase of 
WMC or, if escrow has already closed, immediately upon deposit. Landowner 
will remit to Coordinator $25.00 per EDU ($215,550 for 8,622 EDUs) payment 
within 90 days of the execution of this Agreement, or contemporaneously with the 
closing of the WMC acquisition transaction, whichever is later. If within 7 days 
of execution of this Agreement, Coordinator and WMC have not executed a 
purchase agreement for Coordinator’s acquisition of WMC, then Landowner’s 
$75 per EDU payment will be returned to Landowner 

- Upon the filing of the application for a wastewater CC&N by HUC, or upon 
filing of the application for an extension of WLJGT’s CC&N by WUGT, or within 
90 days of execution of this Agreement, whichever is later, Landowner will remit 
to Coordinator an additional $100.00 per EDU ($862,200 for 8,622 EDUs). The 
CC&N applications will be prepared during the diligence period of the WMC 
acquisition and filed with the ACC within thirty (30) days of the closing of that 
transaction; 

- Contemporaneously with the closing of the WMC transaction this Agreement 
shall be recorded in the records of the Maricopa County Recorder, and will 
reference any portion of the Land over which Landowner has exercised a 
purchase option and is the record title holder; 

- Upon the ACC’s final approval of issuance of an ACC decision granting andor 
extending the CC&N of HUC to include the Land, and upon issuance of a final 
ACC decision granting an extension of WUGT’s CC&N to include the Land, but 
no earlier than January 1 ,  2007, $150.00 per EDU ($1,293,300 for 8,622 EDUs) 
will become due and payable by the Landowner to Coordinator; 

- Upon the successful approval of the MAG 208 plan amendment that includes the 
Land, but no earlier than January 1,2007 $150.00 per EDU ($1,293,300 for 8,622 
EDUs) will be due and payable by the Landowner to Coordinator; 

- Upon Landowner’s issuance of the “Start Work Notice” (“SWN”), a description 
of which is set forth at Exhibit C attached hereto, the first of which shall require 
the commencement of construction of facilities for 2,000 EDUs, $1,000,000 will 
be due and payable by the Landowner to Coordinator. The SWN shall be issued 
at Landowner’s sole discretion. Landowner acknowledges that Coordinator, 
through WUGT and HUC, shall continue to financially guarantee that WUGT 
and HUC have sufficient financial resources to achieve substantial completion of 
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the WTP and WRF, including any and all water, reclaimed water, and wastewater 
treatment plant, delivery facilities and lines necessary for water, reclaimed water 
and wastewater service to the Land within 18 months of the issuance of the SWN. 
Coordinator shall be required to accept Landowner’s SWN any time after any and 
all necessary permits have been issued and approved for the water, reclaimed 
water and wastewater facilities. Landowner represents and warrants that it will 
make reasonable efforts after the issuance of Landowner’s SWN to pursue and 
obtain a final Plat Approval for a portion of the Land as determined by 
Landowner in its sole discretion within 6 months of the substantial completion of 
both the WTP and WFV, or Landowner will sell a portion of the Land to a buyer 
who will do so. Coordinator plans to pursue obtaining permits and approvals 
necessary to bore under Interstate 10, or otherwise locate a pipeline below an 
available overpass, as this would alleviate the need to build a WRF north of 
Interstate 10 for a number of years. In the event the Coordinator is successful in 
receiving these permits and approvals, the Landowners of developments 
contemplated as Copperleaf, Silver Water Ranch and Silver Spring Ranch may 
share the cost of the initial 2,000 EDU SWN fee based on the pro rata share of the 
EDUs to be initially constructed within each development. If Landowner does 
not participate in the SWN filed by another landowner or developer within 
WUGT’s or HUC’s CChN area, then Landowner’s first SWN payment is not due 
until Landowner or its successors request a SWN for the Off-Site Facilities 
necessary to serve the Land. 

- Depending on the amount already paid by Landowner, the balance of the 
Landowner Payment (the $5,500.00 per EDU including CBI Index, if applicable) 
will be due and payable at the time of final Plat Approval for the number of EDUs 
within the plat or sale of the Land or portion of the Land by Landowner to the 
ultimate buildeddeveloper as reflected in a change in record title ownership of the 
Land, whichever occurs later. Coordinator understands that Landowner intends to 
sell the Land to other parties who will be the ultimate builderddevelopers of the 
Land. Coordinator understands that the balance of the Landowner Payment shall 
not be due until Landowner sells the Land to another party as reflected in the 
change in record title ownership or upon final Plat Approval, whichever occurs 
later. As stated in Section 4 in this Agreement, if Maricopa County requires a 
water andor wastewater plant to be substantially complete prior to a final Plat 
Approval requested by Landowner, and only if Landowner has issued a SWN, the 
unpaid portion of the Landowner Payment for the EDUs within the plat submitted 
by Landowner for approval must be paid no later than six months after final Plat 
Approval. With the amounts due for the last final plat within the Land, 
Coordinator will true up any discrepancy with respect to the actual number of 
EDUs at final Plat Approval against EDUs estimated and sums paid pursuant to 
this Agreement. Either the Coordinator will pay the Landowner or the 
Landowner will pay the Coordinator that difference contemporaneous with the 
final payment as triggered by the final platted parcel(s) of the Land. 

Pursuant to Section 4.3, Coordinator shall arrange for interest-earning escrow accounts 
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for those payments in this subsection that are to be placed in escrow, with the interest 

paid to Landowner if the escrow is to be returned to Landowner. Escrow interest will 

otherwise be credited to reduce the outstanding balance of the Landowner Payment due 

to Coordinator. An example of how the Landowner Payment would be calculated for land 

included in the CC&N with 2,000 residential EDU’s developed in two phases of 1,000 

EDU’s each is: 
- $500 times 2,000 EDU’s or $1,000,000 is due in escrow within 72 hours of 

signing of this Agreement; 

- $75 times 2,000 EDU’s or $150,000 is due to escrow within 72 hours of the 
signing of this Agreement for the May 8, 2006 filing of the MAG 208 
application. $25 times 2,000 EDU’s or $50,000 is due to Coordinator within 
90 days from execution of this Agreement or contemporaneously with the 
closing of the WMC acquisition transaction, whichever is later; 

- $100 times 2,000 EDU’s or $200,000 is due to Coordinator for the filing of 
both the application for a wastewater CC&N and the application, if necessary, 
for expansion of the water CC&N, or within 90 days of the execution of this 
Agreement, whichever is later; 

- $150 times 2,000 EDU’s or $300,000 is due to Coordinator upon issuance of a 
final decision by the ACC approving the CC&Ns for both WUGT and HUC, 
but no earlier than January 1,2007; 

- $150 times 2,000 EDU’s or $300,000 is due to Coordinator upon EPA’s 
approval of the MAG 208 plan amendment, but no earlier than January 1, 
2007; 

$500 times 2,000 EDU’s or $1,000,000 is due to Coordinator from Landowner, 
or Landowner and other participating landowners as described above in 
subsection 4.1, upon issuance of Landowner’s SWN; 

- $4,000 plus the CPI Factor times 1,000 final platted EDU’s, or $4,000,000 
plus the CPI factor, is due to Coordinator at final Plat Approval for the first 
phase andor change in record title ownership, whichever occurs later. If, 
however, Markopa County requires a water andor wastewater plant to be 
substantially complete prior to a final Plat Approval requested by Landowner, 
and only if Landowner has issued a SWN, the payment obligation of 
$4,000,000 plus CPI Factor must be paid no later than six months after final 
Plat Approval; and 

- $4,000 plus the CPI Factor times 1,000 final platted EDU’s, or $4,000,000 
plus the CPI factor, is due to Coordinator at the final Plat Approval for the 
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second phase andor change in record title ownership, whichever occurs later. 
If, however, Maricopa County requires a water and/or wastewater plant to be 
substantially complete prior to a final Plat Approval requested by Landowner, 
and only if Landowner has issued a SWN, the payment obligation of 
$4,000,000 plus CPI Factor must be paid no later than six months after final 
Plat Approval. 

4.2 For commercial and industrial property, the $5,500 per EDU plus the CPI 
Factor, if any, at 4.8 EDU’s per acre is due to Coordinator when the County approves the 
“Commercial or Industrial Site Plan” and issues a building permit, which the Parties 
expect to occur after residential final Plat Approvals surrounding the site, and upon 
satisfaction of all contingencies and conditions set forth in this Agreement. 

- An example of how this would calculate for a commercial or industrial section 
of land with 30 net acres in size would be as follows: 

$5,500 plus the CPI Factor x 30 acres 4.8 EDU/acre or $792,000 is 
due and payable when the County approves the Commercial or 
Industrial Site Plan and issues a building permit. 

The parties acknowledge that additional fees as approved by the Parties or required 

andor authorized by a governmental agency except as otherwise prohibited herein will be 

billed to the commercial and industrial end user based upon the ultimate use of the land 

and fixtures thereon. Fees payable to WUGT and HUC for on-site facilities, pursuant to 

the Extension Agreements or a WUGT or HUC tariff, and reimbursement for certain 

costs and expenses incurred by Landowner with respect to the obtaining of on-site Utility 

Services from the Delivery Points to the end user are not the subject of this Agreement 

and shall be paid and reimbursed to the appropriate parties in accordance with the 

Extension Agreements. 

4.3 Escrow Account. Within three days of execution of this Agreement, 

Coordinator shall open an interest-earning escrow account with First American Title 

Insurance Company for the benefit of Landowner and Coordinator for purposes of 

accepting and disbursing any and all payments and refunds under the terms and 

conditions set forth in this Agreement. The escrow agent shall be Carol Peterson 

(“Escrow Agent”). This Agreement shall constitute an escrow agreement and instructions 

to Escrow Agent and all funds deposited with Escrow Agent shall be disbursed and dealt 

with by Escrow Agent in strict accordance with the following provisions and the terms of 
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this Agreement. Escrow Agent shall be authorized to make disbursements to Coordinator 

andlor Landowner as provided for in this Agreement within five ( 5 )  days of written 

request by such Party to Escrow Agent with a copy hand-delivered to the other Party. In 

making payment requests pursuant to Section 10.5 of this Agreement, Coordinator shall 

submit applications for payment relating to reasonable and necessary construction costs 

for water, reclaimed water and wastewater facilities constructed pursuant to this 

Agreement, including (i) an itemization of the facilities installed and the amount incurred 

for each item of the work (with appropriate invoices and backup documentation), and (ii) 

necessary statutory lien waivers relating to the work. Escrow Agent shall disburse funds 

p u r s b t  to a payment request by either Party as set forth in this paragraph and under the 

terms of this Agreement unless and except to the extent a timely objection is made by the 

other Party. Any Party may object to disbursement of escrow hnds if the Party believes 

in good faith that such payment is not due and if such Party delivers to Escrow Agent and 

all other Parties written notice of such objection within five ( 5 )  business days of the 

payment request, including a specific explanation of the objection and an explanation of 

why the Party believes the amount in question should not be disbursed under this 

Agreement. Any amount subject to an objection shall not be disbursed until the objection 

is resolved. Upon Escrow Agent's receipt of an objection, the Parties shall meet within 

three (3) days and make good faith efforts to resolve the objection. If the objection is not 

resolved completely with such three day period, then the objecting party may submit the 

matter to arbitration within an additional seven days and the matter shall be resolved in 

accordance with the arbitration provisions set forth in Section 7 of this Agreement. If the 

objecting party fails to submit the matter to arbitration within that time period, then the 

full payment request shall be deemed approved. If an objection is determined by the 

arbitrator to be invalid, then the objecting party shall be responsible for any additional 

costs (including the reasonable attorneys fees of the prevailing party) resulting from the 

delay in disbursement of the escrow funds. 
5. Use and Sizing of Water and Reclaimed Water Distribution Mains and Sanitary 

Sewer Collection Mains. Coordinator, from time to time may, at its own discretion and expense, 

decide to oversize certain water distribution mains and wastewater collection mains to service 

properties or planned developments not currently contemplated within the scope of this Land. 
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Any and all cost of over sizing these lines will be at the sole cost of Coordinator, including any 

and all engineering or other costs incurred by Landowner as a result of such over sizing. 

Landowner understands and agrees that it must use and accept reclaimed water distribution 

mains to the Delivery Points agreed to by Landowner and identified in Exhibit H. Each section 

of land will require a water storage facility or a retention lake structure for irrigation of no less 

than one (1) acre developed in accordance with standards established by Coordinator in locations 

approved by Landowner and at Landowner's cost. Landowner may reasonably consolidate or 
divide the required water storage facility capacity and irrigation requirement in this Section in 

any location within the Land consistent with Landowner's development plans. Coordinator's 

responsibility is to oversee the construction of reclaimed water distribution mains is limited to 

only one point of storage as contemplated on Exhibit H. 

6. Reclaimed Water Availability. Coordinator and its subsidiaries agree to make 

reclaimed water available for purchase and use within the Land approximately equal to the 

amount of wastewater generated within such Land. Any excess reclaimed water not purchased 

by Landowner or its successors within any month belongs to the utility provider for reuse, 

recharge andor discharge. 

7. Bindin? Arbitration. Any controversy, dispute or claim (a "Claim") arising out of 
or relating in any way to this Agreement or any other agreement or instrument delivered in 

connection with this Agreement, or the transactions arising hereunder or there under that cannot 

be resolved by negotiation (other than actions for specific performance or any other equitable 

remedy) shall be settled exclusively by a binding arbitration ("Arbitration"), conducted by a 

single arbitrator (the "Arbitrator") chosen by the Parties as described below. The arbitration shall 

be expedited and shall be conducted in accordance with the following rules: 

7.1 Initiation of Arbitration. The Arbitration shall be initiated by either party 

delivering to the other an Arbitration Demand. Such demand shall be sent by hand- 

delivery or certified mail, return receipt requested. The Arbitration Demand must 

contain a list of the Claims upon which arbitration is requested, as well as a statement of 

the claimant's basis for bringing the Claims, 

7.2 Governing Procedures. The arbitration shall be conducted in accordance 

4 12-1501, et seq. and the Commercial Arbitration Rules of the with the A.R.S. 

American Arbitration Association. 
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7.3 Appointment of Arbitrator. The Parties shall appoint a single Arbitrator 

by mutual agreement. If the Patties have not agreed within ten (10) days of the date of 

the Arbitration Demand on the selection of an Arbitrator willing to serve, then, unless 

otherwise agreed, each party may appoint an Arbitrator, and the two chosen Arbitrators 

will select a third Arbitrator. The Parties shall split the costs of all chosen Arbitrators. 

7.4 Qualifications of Arbitrator. The Arbitrator shall be neutral and impartial, 

and knowledgeable in the areas of public utility service and/or real estate development. 

7.5 Compensation. The Parties shall split equally any and all costs of 

arbitration, including the Arbitrator's hourly rate. 

7.6 Preliminary Hearing. Within fifteen (15) days after the Arbitrator(s) has 
been appointed, a preliminary hearing among the Arbitrator(s) and counsel for the Parties 

shall be held for the purpose of developing a plan for the management of the arbitration, 

which shall then be memorialized in an appropriate order. The matters which may be 

addressed include the following: (i) definition of issues; (ii) scope, timing and types of 

discovery, if any; (iii) schedule and place(s) of hearings; (iv) setting of other timetables; 

(v) submission of motions and briefs; (vi) whether and to what extent expert testimony 

will be required, whether the Arbitrator should engage one or more neutral experts, and 
whether, if this is done, engagement of experts by the Parties can be obviated or 

minimized; (vii) whether and to what extent the direct testimony of witnesses will be 

received by affidavit or written witness statement; and (viii) any other matters which may 

promote the efficient, expeditious, and cost-effective conduct of the proceeding. Any 
procedures outlined in the preliminary hearing shall require the arbitration hearing to be 

conducted within 60 days of the preliminary hearing date. 

7.7 Final Award. The Arbitrator shall promptly (but, in no event later than 

twenty (20) days following the conclusion of the proceedings or such longer period as the 

Parties mutually agree) determine the claims of the Parties and render a final award in 

writing. The Arbitrator may award the prevailing party in the proceeding all or a part of 

such party's reasonable attorneys' fees and expert witness fees, taking into account the 

final result of arbitration and other relevant factors under Arizona law. The Arbitrator 

shall not award any punitive damages. The Arbitrator shall assess the costs of the 

proceedings (including, without limitation, the fees of the Arbitrator) against the non- 
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prevailing party. The Arbitrator’s final award shall be binding and enforceable against 

the Parties. 

8. Insurance. Coordinator shall include Landowner as an “additional 

insured” in all forms of liability insurance obtained or maintained by Coordinator and its 

subsidiaries, and their contractors, applicable to the construction, installation and maintenance of 

water, wastewater and reclaimed water infrastructure financed by this Agreement or placed 

within the Land, WTP site, WRF site or well sites included in this Agreement. Coordinator shall 

defend, indemnify and hold Landowner and any and all of Landowner’s affiliates, subsidiaries, 

successors, and/or related entities, harmless for, from and against any and all liabilities, claims, 

damages, losses, costs, expenses (including, but not limited to, attorneys’ fees), injuries, causes 

of action, or judgments for bodily injury or death or damage to property occasioned, contributed 

to or in any way caused, in whole or in part, by Coordinator, HUC and/or WUGT, and their 

agents, employees, consultants, engineers, or contractors and which arise out of or are related to 

the performance of this Agreement by Coordinator or its authorized agents, employees, 

consultants, engineers and/or contractors except for those arising from the negligence or willful 

misconduct of the Landowner, its agents, employees, consultants, engineers, and/or contractors, 

Coordinator’s duty to indemnify Landowner shall extend to all construction activities undertaken 

by Coordinator, WUGT and HUC, and their contractors, subcontractors, agents, and employees 

in the performance of or related to this Agreement. This indemnity clause shall apply solely to 

the extent that such claim, demand, liability andor expense is attributable to the negligent 

actions or inaction of Coordinator, WUGT and HUC, andor their contractors, subcontractors, 

consultants, engineers, agents andor employees . 
Coordinator shall require HUC’s andor WUGT’s contractors and/or subcontractors to 

cany and maintain, at Coordinator’s sole cost and expense, during the duration of construction of 

the water, reclaimed water and wastewater facilities plus an additional two years, no less than the 

following coverage and limits of insurance: 

(i) Worker’s ComDensation and Employer’s Liability: (a) Worker’s 

Compensation coverage as required by law; and (b) Employer’s Liability with limits of at least 

$1,000,000 per occurrence. 

(ii) Business Automobile Liability for Bodilv Iniurv and Property Damage: 

$1,000,000 per occurrence, including coverage for all owned, non-owned and hired vehicles. 
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liii) Commercial General Liability for Bodily Iniury and Propertv Damage: 

$3,000,000 general aggregate, $1,000,000 per occurrence. Unless otherwise agreed by the 

parties, the general liability policy shall include a broad form comprehensive liability 

endorsement that includes coverage for liability assumed under any oral or written contract 

relating to this Agreement, and also including: (a) broad form property damage liability 

coverage; and (b) premises-operations coverage; and (c) independent contractor coverage (for 

liability may incur as a result of the operations, acts or omissions of Coordinator’s contractors, 

subcontractors, suppliers, and/or their agents or employees). The commercial general liability 

insurance required pursuant to this Agreement shall name Landowner andor any other 

Landowner entities designated by Landowner as an additional insured; (b) apply severally to the 

parties; (c) cover Landowner and affiliated entities as insureds in the same manner as if separate 

policies have been issued to each of them; (d) include a waiver of any and all subrogation rights 

against Landowner and affiliated entities; and (e) be primary insurance with any other valid and 

collectible insurance available to the aforesaid additional insureds constituting excess insurance. 

Jiv) Professional Errors and Omissions Liability, of not less than $1,000,000 

per occurrence from Coordinator’s, HUC’s and WUGT’s Project engineer. 

(v, Other Insurance. An umbrella or other policy as determined appropriate 

by Coordinator in its reasonable discretion. The above coverage amounts may be achieved 

through the use of one or more umbrella policies. At the time of this Agreement, Coordinator 

holds an umbrella liability insurance policy of $10,000,000. Coordinator shall maintain such 

policy or an equivalent policy during the term of this Agreement. 

The policies required pursuant to this Agreement shall not be revised, canceled or 

reduced until at least thirty (30) days’ written notice of such revision, cancellation or reduction 

shall have been given to Landowner, and until a replacement policy is in effect that provides the 

coverages required in this Agreement. The policies required pursuant to this Agreement shall be 

issued by an insurance company that is authorized to transact business in the State of Arizona 

and that has a current rating of A-VI1 or better in Best’s Insurance Report. Coordinator will 

provide Landowner with confinnation of the above insurance from Coordinator and any and all 

engineers, consultants, contractors and subcontractors, prior to commencement of construction, 

including copies of insurance certificates, riders and endorsements . 
9. No Partnership. Coordinator is acting as an independent contractor pursuant to 

25 



this Agreement. Nothing in this Agreement shall be interpreted or construed (i) to create an 

association, agency relationship, joint venture, or partnership among the Parties or to impose any 
partnership obligation or liability upon either party, or (ii) to prohibit or limit the ability of 

Coordinator to enter into similar or identical agreements with other landowners, even if the 

activities of such landowners may be deemed to be in competition with the activities of 

Landowner. 

10. Default. 

10.1 Landowner shall be deemed to be in material default under this Agreement 

upon the expiration of thirty (30) days, as to monetary defaults, and sixty (60) days, as to 

non-monetary defaults, following receipt of written notice from Coordinator specifying 

the particulars in which a default is claimed unless, prior to expiration of the applicable 

grace period (thirty (30) days or sixty (60) days, as the case may be), such default has 

been cured. 

10.2 Coordinator shall be deemed to be in material default under this 

Agreement upon the expiration of thirty (30) days written notice of the failure to fulfill its 

obligations hereunder to timely provide the services and to timely commence and 

complete construction of facilities described in this Agreement, including the provision of 

Utility Services by WUGT and HUC, and the failure to fulfill its financial guarantees that 

WUGT will have sufficient financial resources for the provision of water utility service to 

the Land and that HUC will have sufficient financial resources for the provision of 

reclaimed water service and wastewater utility service to the Land and any other material 

breach of this Agreement by Coordinator. 

10.3 In the event either party to this Agreement is in material default under this 

Agreement, the provisions hereof may be enforced by any remedy permitted by law for 

specific performance, injunctive, or other equitable remedies in addition to any other 

remedy available in this Agreement, or at law or in equity. In this regard, in the event 

Landowner fails to pay any amount as and when due, which failure is not cured within 

thirty (30) days after notice thereof in accordance with the provisions of subsection 10.1 

above, such delinquent amounts shall bear interest at the rate of fifteen percent (1 5%) per 

annum fiom the due date until paid. Similarly, Coordinator shall pay interest at the rate 

of fifteen percent (15%) per annum from the date of accrual on any damages caused 
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Landowner or its successors by Coordinator or its subsidiaries’ material breach of this 

Agreement. 

10.4 In addition, to the extent such sums remain unpaid following such thirty 

(30) day period, Coordinator may then and only then claim a contractual lien for such 

sum, together with interest thereon as set forth above, which may be foreclosed against 

only that portion of the Land owned by the defaulting landowner and that land which is 
the subject of such default in the manner prescribed by law for the foreclosure of realty 

mortgages or deeds of trust. It is the Parties’ intention that Landowner’s default as 

defined in this section 10 provide the only means by which Coordinator may claim any 

type of lien on the Land, and the Parties agree this Agreement or services provided 

pursuant to it are not liens or secured interests, but this Agreement gives Coordinator the 

right to assert a lien right (as set forth herein), which lien right shall be deemed perfected 

only upon Landowner’s material default and recording of a notice of claim of lien, which 

shall be retroactive as of the date of the recording of this Agreement. Landowner 

consents to the recording of this Agreement with the county recorder’s office upon 

Coordinator’s acquisition of WMC and WUGT as set forth in Section 10.7 below. 

Coordinator agrees that as and when portions of the Land are sold, the obligations 

hereunder shall be bifurcated based on the land area sold and each new landowner shall 

be solely (and not jointly) responsible for all sums owed with respect to the land areas 

that it owns and shall not have any obligation or liability for the failure of any other 

owner of any portion of the Land and that the current Landowner shall be fully released 

from any and all such obligations. In the event Coordinator defaults (following notice 

and an opportunity to cure as set forth herein) on any of its obligations under this 
Agreement, including its financial guarantee that WUGT or HUC will have sufficient 

financial resources to provide water, reclaimed water and wastewater service to the Land 

as described herein, then Coordinator shall record a release of this Agreement and waive 

any and all other claims against the Land or Landowner as set forth below. Coordinator 

shall execute and record such release within three (3) days of a written request from 

Landowner in a form approved by Landowner. 

10.5 Coordinator has provided to the Landowner a letter from the Coordinator’s 

financial institution confirming that the Coordinator through its investor and bank 
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relationships has access to sufficient funds necessary to construct the water, reclaimed 

water and wastewater infrastructure, including the Off-Site Facilities, in order to provide 

the Utility Services. Upon issuance of the SWN by Landowner, Coordinator shall place 

funds in an escrow account as set forth in section 4.3 equal to the one-half of the total 

amount of the construction costs for all water, reclaimed water and wastewater facilities 

necessary to provide water, reclaimed water and wastewater service to the Land. As set 

forth in section 4.3, Coordinator shall be entitled to withdraw h d s  from such escrow 

account solely for purposes of paying for reasonable and necessary construction costs. 

10.6 Subject to the limitations in this Section 10, amounts owed but not paid 

when due by Landowner under the terns of this Agreement, perfected as described in 

subsection 10.7 below shall be a lien against the Land for which such payment is due that 

the Parties agree shall then relate back to the date upon which an executed copy of this 

Agreement is recorded in the Maricopa County Recorders Ofice along with a document 

entitled Preliminary Notice of Contractual Lien which sets forth: 

i. The narne of the lien claimant; 

ii. the narne of the party or then owner of the property or interest against 
which the lien is claimed; 

iii. and a description of the property against which the lien is claimed. 

Coordinator shall not record a Preliminary Notice of Contractual lien or other similar 

document until at least thirty (30) days after notice of Landowner’s material default as 
provided in Section 10.1 above. 

10.7 The lien authorized in this Section 10 shall take effect only upon 

recordation of a claim of contractual lien as limited herein above and as described below 
in the office of the Maricopa County Recorder by Coordinator, and shall relate back to 

the date when the Preliminary Notice of Contractual Lien and executed copy of the 

Agreement were recorded, as set forth in subsection 10.6 above. The lien amount shall 

be only that amount not paid by Landowner in accordance with the terms of this 

Agreement at the time the lien is recorded, and shall not include any future Landowner 

Payment amounts. Such lien shall apply only to those portions of the Land for which any 

such payment is due. Coordinator acknowledges and agrees to work with the Landowner 
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or its successors and their lenders to facilitate financing. Coordinator shall give written 

notice of any such lien claim. The Notice and Claim of Contractual Lien shall include 

the following: 

(0 
(ii) 

(iii) 

(iv> 

The name of the lien claimant. 

The name of the party or then owner of the property or interest 
against which the lien is claimed. 

A description of the property against which the lien is claimed. 

A description of the default or breach that gives rise to the claim of 
lien and a statement itemizing the amount of the claim. 

A statement that the lien is claimed pursuant to the provisions of 
this Agreement and reciting the date of recordation and recorder’s 
document number of this Agreement. 

The notice shall be acknowledged, and after recordation, a copy 
shall be given to the person(s) against whose property the lien is 
claimed in any manner prescribed under Section 21 of this 
Agreement. The lien may be enforced in any manner allowed by 
law, including without limitation, by an action to foreclose a 
mortgage or mechanic’s lien under the applicable provisions of the 
laws of the State of Arizona. 

10.8 If the Landowner (i) places funds in the amount due Coordinator into an 
escrow account or posts either (ii) a bond executed by a fiscally sound corporate surety 

licensed to do business in the State of Arizona, or (iii) an irrevocable letter of credit from 

a reputable financial institution licensed to do business in the State of Arizona, which 

bond or letter of credit (a) names Coordinator as the principal or payee and is in form 

satisfactory to Coordinator, (b) is in the amount of the claim secured by the lien, and (c) 

unconditionally provides that it may be drawn on by Coordinator in the event of a final 

judgment entered by the arbitrator, then Coordinator shall record a release of the lien or 

take such action as may be reasonably required by a title insurance company requested to 

furnish a policy of title insurance on such property to delete the lien as an exception 

thereto. Landowner shall post the funds, bond or letter of credit by delivery of same to 

Coordinator, escrow or arbitrator as determined by Landowner. All costs and expenses to 

obtain the bond or letter of credit, and all reasonable costs and expenses incurred by 

Coordinator related thereto, shall be borne by Landowner, unless Landowner is the 
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prevailing party in any litigation challenging the claimed lien and, in that event, all such 

costs shall be borne by Coordinator. 

10.9 Upon Coordinator’s material default of its obligations under this 
Agreement, Coordinator shall (i) record a “full satisfaction and release” of this 

Agreement and any outstanding liens with the Maricopa County Recorder, (ii) shall 

confirm in writing the satisfaction and release of the Agreement to all other Parties at 

Landowner’s request, (E) shall within 90 days of such material default return to 

Landowner all Landowner Payments made to date by Landowner in excess of costs 

incurred to date by Coordinator as previously approved by Landowner with such 

approval not being unreasonably withheld, and (iv) shall within 90 days return to 

Landowner all plans, documents, etc. provided to Coordinator, WUGT or HUC by 

Landowner or created to design water or wastewater facilities specifically to serve the 

Land. In the event Coordinator materially defaults on its obligations under this 

Agreement, Coordinator shall refund all Landowner Payments in excess of costs incurred 

to date by Coordinator under this Agreement as previously approved by Landowner with 

such approval not being unreasonably withheld. In that event, any and all amounts 

remaining in the escrow account provided under section 10.5 shall be released 

immediately to Landowner as partial or full payment of such refund obligation. The 

refund obligation shall be limited to the total amount of Landowner Payments made 

under this Agreement plus accrued interest with the remaining balance of the escrow 

including accrued interest to Coordinator. In the event Coordinator materially defaults on 

its obligations under this Agreement, Coordinator shall assign to Landowner all water 

rights, interests and extinguishment credits resulting from the Land or obtained from the 

Landowner. In the event of a default by Coordinator, Landowner reserves the right to 

pursue any and all legal rights, damages, and remedies against Coordinator for such 

default. All land deeded by Landowner to Coordinator shall be reconveyed by 

Coordinator to Landowner as provided elsewhere in this Agreement. 

11. Non Issuance of Water and Wastewater CC&N Expansion. In the event that 

Coordinator or HUC through best efforts are unable to obtain all of the necessary approvals from 

the ACC, MCESD and ADEQ within twenty-four (24) months of the execution of this 

Agreement with respect to the water, reclaimed water and wastewater services provided for 
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herein, then the Landowner or Coordinator at either party’s option may terminate the portions of 
this Agreement as it relates to reclaimed water and wastewater services without recourse to either 

party. In the event of termination of the wastewater portion of this Agreement and excluding the 

CPI Factor, Coordinator shall remove or cause to be removed any registration andor recordation 

of this Agreement with Maricopa County as reasonably requested by Landowner and waive any 

lien rights it may have under this Agreement for $3,000 per EDU of the $5,500 per EDU 
contemplated in this Agreement for reclaimed water and wastewater services. The Parties agree 

to execute necessary amendments to this Agreement in the event of termination of the 

wastewater portion of this Agreement. In that event, Landowner’s payment obligations under 

section 4.1 above shall be reduced in proportion to the reduction of the $5,500 per EDU 

payment under section 4.1 above to $2,500 per EDU for water service, which includes 

Landowner’s $500 per EDU payment noted below. For example, upon issuance of the SWN for 

2,000 EDUs, Landowner’s payment obligations will be reduced to $225 times 2,000 EDUs or 

$450,000 upon issuance of the SWN. Further, in the event that the ACC, ADEQ and/or 

Maricopa County issues any ruling or decision denying HUC any necessary regulatory approvals 

to provide wastewater service to the Land, and provided that such decision or ruling is not as a 

result of the actions, conduct, or inactions of Coordinator and its related entities, Coordinator 

shall be entitled to retain $500/EDU of the payments made under section 4.1 as of such date for 

water service on the condition that WUGT has obtained a final order from the ACC approving 

the CC&N extension to include all of the Land, and Coordinator shall refund any and all 

remaining amounts of Landowner Payments made to date under 4.1 to Landowner within ten 

days of such final decision or ruling and transfer and assign any and all plans, studies, etc. to 

Landowner. If the Landowner Payment has been adjusted pursuant to the CPI Factor described 

in section 4 above, then the adjustment shall be applied pro-rata to the water and wastewater 

services allocations in this Section. 

In the event that Coordinator or WUGT are unable to obtain ACC approval for extension 

of WUGT’s CC&N to include all of the Land or other necessary governmental approvals within 
24 months for provision of water service to the Land, then Coordinator shall remove or cause to 

be removed any registration andor recordation of this Agreement with Maricopa County 

affecting those portions of the Land as reasonably requested by Landowner and waive any lien 

rights it may have under this Agreement for water services. The Parties agree to execute 
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necessary amendments to this Agreement in the event of non-issuance of the CC&N extension 

for water service to the Land. In the event that the ACC, ADEQ and/or Maricopa County issues 

any ruling or decision denying WUGT any necessary regulatory approvals to provide water 
service to any portions of the Land, and provided that such decision or ruling is not as a result of 

the actions, conduct, or inactions of Coordinator and its related entities, Coordinator shall be 

entitled to retain a proportional share of $5OO/EDU of the payments made under section 4.1 

equal to that proportion of the Land included within WUGT’s CC&N and that portion of the 

Land for which WUGT is authorized to provide water service, and Coordinator shall refund any 

and all remaining amounts of Landowner Payments made to date under 4.1 to Landowner within 

ten days of such final decision or ruling and transfer and assign any and all plans, studies, etc. to 

Landowner. If the Landowner Payment has been adjusted pursuant to the CPI Factor described 

in section 4 above, then the adjustment shall be applied pro-rata to the water and wastewater 

services allocations in this Section. 

12. Attorneys’ Fees. If any dispute arises out of the subject matter of this Agreement, 

the prevailing party in such dispute shall be entitled to recover from the other party its reasonable 

costs, expenses and attorney’s fees incurred in litigating, arbitrating, or otherwise resolving such 

dispute. The Parties’ obligations under this Section shall survive the closing under this 

Agreement. 

13. Amlicable Law: Venue: Jurisdiction. This Agreement shall be governed by and 

construed in accordance with the laws of the State of Arizona, notwithstanding any Arizona or 

other conflict-of-law provisions to the contrary. The Parties consent to jurisdiction for purposes 

of this Agreement in the State of Arizona, and agree that Maricopa County, Arizona, shall be 

proper venue for any action brought With respect to this Agreement. Acts of the parties hereto 

shall be excused during the period of intervening acts of God or other force majeure events not 

attributable to the nonperforming Party. 

14. Interpretation. The language in all parts of this Agreement shall in all cases, be 

construed as a whole according to its fair meaning and not strictly for nor against any party, The 

section headings in this Agreement are for convenience only and are not to be construed as a part 

hereof. The Parties agree that each party has reviewed this Agreement and has had the 

opportunity to have counsel review the same and that any rule of construction to the effect that 

ambiguities are to be resolved against the drafting party shall not apply in the interpretation of 

32 



this Agreement or any amendments or any exhibits thereto. Except where specifically provided 

to the contrary, when used in this Agreement, the term “including” shall mean without limitation 

by reason of enumeration. All pronouns and any variations thereof shall be deemed to refer to 

masculine, feminine or neuter, singular or plural, as the identity of the person(s) or entity(ies) 

may require. 

15. Most Favored Nation. Coordinator agrees that for the CC&N expansion and 

CC&N extension contemplated to commence in the July 2006 timeframe in the area West of the 

Hassayampa River, that if the Coordinator enters into an Infrastructure Coordination Finance and 

Option Agreement or an agreement with similar terms with another landowner that lies within 

the CC&N area of WUGT and HUC as extended (with the exception of Belmont), the 

Coordinator will not provide pricing, terms, or conditions more favorable to that landowner than 

provided herein to the Landowner, unless Coordinator amends this Agreement with the written 

consent of Landowner to include such pricing, terms, or conditions so that this Agreement is at 

least as favorable to the Landowner as the pricing, terms, and conditions offered to the other 

landowner. 

16. Counterparts. This Agreement shall be effective upon execution by all Parties 

hereto and may be executed in any number of counterparts with the same effect as if all of the 

Parties had signed the same document. All counterparts shall be construed together and shall 

constitute one agreement, 

17. Entire Aweement. This Agreement constitutes the entire integrated agreement 

among the Parties pertaining to the subject matter hereof, and supersedes all prior and 

contemporaneous agreements, representations, and undertakings of the Parties with respect to 

such subject matter. This Agreement may not be amended except by a written instrument 

executed by all Parties hereto. 

18. Additional Instruments. The Parties hereto agree to execute, acknowledge, and 

deliver to each other such other documents and instruments as may be reasonably necessary or 

appropriate to evidence or to carry out the terms of this Agreement. 

19. Severabilitv. Every provision of this Agreement is intended to be severable 

except as otherwise provided in this Agreement. If any term or provision hereof is illegal or 

invalid for any reason whatsoever, such illegality or invalidity shall not affect the validity or 

legality of the remainder of this Agreement. 
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20. Incornoration bv Reference. Every recital set forth herein above, exhibit, 

schedule and other appendix attached to this Agreement and referred to herein is hereby 

incorporated in this Agreement by reference. 

21. Notices. Any notice, payment, demand or communication required or permitted 

to be given by any provision of this Agreement shall be in writing and shall be delivered 

personally to the party to whom the same is directed or sent by registered or certified mail, return 

receipt requested, addressed to the addresses set forth on the signature page hereto. Any such 

notice shall be deemed to be delivered, given and received for all purposes upon actual receipt at 

the addresses noted below. 

Any notice sent to Coordinator shall be sent to: 

Cindy Liles 
Global Water Resources, LLC 
2 141 0 N. 1 gth Avenue, Suite 20 1 
Phoenix, Arizona 85027 

Any notice sent to Landowner shall be copied simultaneously to the following persons: 

SNR Management, LLC 
c/o Bryan O'Reilly 
619 Campbell 
Las Vegas, NV 89107 

SNR Management, LLC 
c/o Frank Pankratz 
1350 N. Town Center Dr. #3041 
Las Vegas, NV 89144 

SNR Management, LLC 
c/o Barry Becker 
50 S. Jones Blvd., Ste. 101 
Las Vegas, NV 89107 

Michele Van Quathem 
Ryley Carlock & Applewhite 
One N. Central Ave., Ste. 1200 
Phoenix, AZ 85004 

SNR Management, LLC 
c/o John F. O'Reilly 
325 S. Maryland Parkway 
Las Vegas, NV 89101-5300 

22. Binding Effect; Partial Releases. This Agreement shall be binding upon and inure 

to the benefit of the successors and assigns of the respective Parties. This Agreement constitutes 

a covenant running with the land, shall be binding upon the Land for the benefit of Coordinator 

and Landowner and their successors and assigns and any person acquiring any portion of the 

Land, upon acquisition thereof, shall be deemed to have assumed the obligations of Landowner 

arising fiom this Agreement with respect only to that portion of the Land acquired without the 
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necessity for the execution of any separate instrument. If phases and/or parcels within the Land 
are sold individually, Coordinator will ensure that at such time as the Landowner Payment has 

been paid in full for that particular phase and/or parcel, Coordinator shall record such documents 

as are reasonably requested to reflect payment in full for that particular phase and/or parcel, 

without releasing the Agreement fiom any other portion of the Land for which the Landowner 

Payment has not been paid in full. It is the intent of this Agreement to record any release or 

waiver document as requested which relates to parcels and or plats that are paid in full. 

[Signatures are on the following page.] 
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IN WITNESS W H E I O F ,  the Parties have entered into this Agreement as of the date 
first above written. 

COORDINATOR: 

Global Water Resources, LLC 

a Delaware Limited Liability Company 

Global Water Resources, LLC 
21410 N. 19th Avenue 
Suite 201 
Phoenix, Arizona 85027 

LANDOWNER: 

Sierra Negra Ranch LLC, a Nevada limited 
liability company 

By: SNR Management LLC, a Nevada limited 

Its: Manager 
liability company 

By: 

Its: 

Becker SNR LLC, a Nevada limited 
liabilimmpany 
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STATE OF ARIZONA 1 

County of Maricopa 
) ss. 

1 

On JUAU \\. accb -Y 2006 before me, 
P a  s e i &  , a Notary Public in and for said state, personally 

appeared C \ ~ l l u  M . Lik5 , personally known to me (or proved to me on 
the basis of satisfztory evidence) to be the persons whose names are subscribed to the within 
instrument and acknowledged to me that they executed the same in their authorized capacities, 
and that by their signatures on the instrument, the persons, or the entity upon behalf of which the 
persons acted, executed the instrument. 

WITNESS my hand and official seal. 

My Commission Expires: 

@iLJum4sm 
Notary Public in and for said State 

\ 

0 o&&--, 2006, before me, Ad SI . a Notary Public in and for said state, personally 
appeared k M  A/, .B , personally known to me (or proved to me on 
the basis of satiifactory evidence) to be the persons whose names are subscribed to the within 
instrument and acknowledged to me that they executed the same in their authorized capacities, 
and that by their signatures on the instrument, the persons, or the entity upon behalf of which the 
persons acted, executed the instrument. 

WITNESS my hand and official seal. 

Notar. && u lic in and or said St e 
My Commission Expires: 

/&//@/& 
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EXHIBIT "A" 

PARCEL NO. 1: 

M E  WEST HALF OF SECnON 21, TOWNSHIP 2 NORTH, RANGE 6 WEST OF THE GILA AND SALT RIVER 
BASE AND MERIDIAN, MARICOPA COUNTY, ARIZONA; EXCEPT THE EAST 200 ACRES THEREOF. 

PARCEL NO. 2: 

THE NORTHWEST QUARTER OF SECIlON 28, TOWNSHIP 2 NORTH, RANGE 6 WEST OF THE GILA AND 
SALT RIVER BASE AND MERIDIAN, MARICOPA COUNTY, ARIZONA; 

PARCEL NO. 3: 

THE NORTHEAST QUARTER OF SEGnON 29, TOWNSHIP 2 NORTH, RANGE 6 WEST OF THE GILA AND 
SALT RNER BASE AND MERIDIAN, MARICOPA COUNTY, ARIZONA; 

EXCEPT THAT PORTION OF THE SOUTH HALF OF THE NORTHEAST QUARTER OF SECnON 29, 
TOWNSHIP 2 NORTH, RANGE 6 WEST OF THE GILA AND SALT RIVER BASE AND MERIDIAN, MARICOPA 
COUNTY, ARIZONA, WHICH LIES W N I N  A STRIP OF LAND 308 FEET I N  WIDTH, BEING 154 FEET 
WIDE ON EACH SIDE OF THE FOLLOWING DESCRIPTION LINE: 

BEGINNING AT A POINT ON THE WEST LINE OF SAID SECTION 29, WHICH POINT BEARS SOUTH 0 
DEGREES 00 MINUTES 38 SECONDS WEST, 1476.85 FEET FROM THE NORTHWEST CORNER OF SAID 
SECTION 29; 

THENCE SOUTH 75 DEGREES 04 MINUTES 23 SECONDS EAST, 5470.76 FEET TO A POINT ON THE EAST 
LINE OF SAID SECnON 29, WHICH POINT BEARS SOUTH 0 DEGREES 03 MINUTES 23 SECONDS WEST, 
243.12 FEET FROM THE EAST QUARTER CORNER OF SAID SECTION 29, As CONVEYED TO THE STATE 
OF ARIZONA BY AND THROUGH ITS HIGHWAY COMMISSION BY WARRANTY DEED RECORDED I N  
DOCKET 6586, PAGE 69. 

PARCEL NO. 4: 

THE WEST HALF OF THE SOUTHWEST QUARTER OF THE NORTHEAST QUARTER; AND 

THE WEST HALF OF THE SOUTHEAST QUARTER OF THE SOUTHWEST QUARTER OF THE NORTHEAST 
QUARTER; AND 

THE WEST HALF OF THE NORTHEAST QUARTER OF THE SOUTHWEST QUARTER OF THE NORTHEAST 
QUARTER OF SECTION 28, TOWNSHIP 2 NORTH, RANGE 6 WEST OF THE GILA AND SALT RIVER BASE 
AND MERIDIAN, MARICOPA COUNlY, ARIZONA. 

PARCEL NO. 5: 

THE SOUTHEAST QUARTER OF THE NORTHEAST QUARTER; AND 

THE SOUTHEAST QUARTER OF THE NORTHEAST QUARTER OF THE NORTHEAST QUARTER OF SECTION 
28, TOWNSHIP 2 NORTH, RANGE 6 WEST OF THE GILA AND SALT RIVER BASE AND MERIDIAN, 
MARICOPA COUNfy, ARIZONA. 

PARCEL NO. 6: 

THE NORTHEAST QUARTER OF THE NORTHEAST QUARTER OF THE NORTHEAST QUARTER OF SECTION 
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NO. 232313A 

28, TOWNSHIP 2 NORTH, RANGE 6 WEST OF THE GILA AND SALT RIVER BASE AND MERIDIAN, 
MARICOPA COUNN, ARIZONA. 

PARCEL NO. 7: 

THE EASI" HALF OF THE SOUTHEAST QUARTER OF THE SOUIHWEST QUARTER OF THE NORTHEAST 
QUARTER; AND 

THE EAST HALF OF THE NORTHEAST QUARTER OF THE SOUTHWEST QUARTER OF THE NORTHEAST 
QUARTER OF SECTION 28, TOWNSHIP 2 NORTH, RANGE 6 WEST OF THE GILA AND SALT RIVER BASE 
AND MERIDIAN, MARICOPA COUNTY, ARIZONA. 

SILVER SPRINGS RANCH 

PARCEL NO. 8: 

ALL OF SECTION 32, TOWNSHIP 2 NORTH, RANGE 6 WEST OF THE GILA AND SALT RIVER BASE AND 
MERIDIAN, MARICOPA COUNTY, ARIZONA; 

EXCEPT ALL MINERAL RESERVED UNTO THE STATE OF ARIZONA I N  BOOK 334 OF DEEDS, PAGE 248 
(AS TO THE SOUTHEAST QUARTER) AND I N  BOOK 360 OF DEEDS, PAGE 10 (AS TO THE NORTH HALF 
AND THE SOUTHWEST QUARTER) 

PARCEL NO. 9: 

THE SOUTHWEST QUARTER OF SECTION 33, TOWNSHIP 2 NORTH, RANGE 6 WEST OF THE GILA AND 
SALT RIVER BASE AND MERIDIAN, MARICOPA COUNTY, ARIZONA. 

PARCEL NO. 10: 

THE WEST HALF OF THE NORTHEAST QUARTER AND THE NORTH HALF OF THE SOUTHEAST QUARTER 
OF SECTION 7, TOWNSHIP 1 NORTH, RANGE 6 WEST OF M E  GILA AND SALT RIVER BASE AND 
MERIDIAN, MARICOPA COUNTY, ARIZONA. 

EXCEPT M A T  PORTION OF THE FOLLOWING DESCRIBED PARCEL OF LAND LYING WITHIN A 200 FOOT 
m I P ,  BEING 100 FEET ON EACH SIDE OF THE FOLLOWING DESCRIBED CENTERLINE: 

BEGINNING AT A POINT NORTH 070 7" 30' EAST, 1223.03 FEET FROM THE SOUTHEAST CORNER OF 
SECtION 16, MERIDIAN, MARICOPA COUNTY, ARIZONA; 

THENCE NORTH 560 07" 30' WEST, 1783.55 FEET TO THE POINT OF CURVE OF A 00 15' CURVE TO THE 
RIGHT, HAVING A RADIUS OF 22,918.3 FEET; 

OF SAID CURVE; 

THENCE NORTH 550 02" 30' W M ,  9949.29 FEET TO THE POINT OF CURVE OF A 40 00' CURVE TO THE 
LEW, HAVING A RADIUS OF 1432.69 FEET; 

THENCE ALONG THE ARC OF SAID CURVE, 417.29 FEET TO THE POINT OF TANGENT OF SAID CURVE; 

THENCE NORTH 710 44" WEST, 4963.49 FEET TO THE POINT OF CURVE OF A 2O 0 0  CURVE TO THE 
RIGHT HAVING A RADIUS OF 2864.79 FEET; 

THENCE ALONG THE ARC OF W D  CURVE, 489.17 FEET TO THE POINT OF TANGENT OF SAID CURVE; 

THENCE ALONG THE ARC OF SAID CURVE, A DISTANCE OF 433.33 FEET TO THE POINT OF TANGENT 

THENCE NORTH 610 57 WEST, 211.49 FEETTO A POINT ON THE WEST LINE SEC170N 7, TOWNSHIP 1 
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No, 232313A 

NORTH, RANGE 6 WEST OF THE GILA AND SALT RIVER BASE AND MERIDIAN, MARICOPA COUNP/, 
ARIZONA, SAID perm SOUTH 00 16" WEST, 394.03 RET ROM THE NORTHWEST CORNER OF SAID 
SECTION 7; 

THE WEST HALF OF THE NORTHEAST QUARTER OF SECTION 7, TOWNSHIP 1 NORTH, RANGE 6 WEST 
OF THE GILA AND SALT RIVER BASE AND MERIDIAN, MARICOPA COUNTY, ARIZONA, AS CONVEYED TO 
MARICOPA COUNTY, A POLmCAL SUBDIVISION OF THE STATE OF ARIZONA BY Q U r  CLAIM DEED 
RECORDED ON DOCKET 2747, PAGE 161. 

PARCEL NO. 11 

ALL OF SECTION 6, TOWNSHIP 1 NORTH, RANGE 6 WEST OF THE GILA AND SALT RIVER BASE AND 
MERIDIAN, MARICOPA COUNlY, ARIZONA. 

PARCEL NO. 12 

THE SOUTH HALF AND THE NORTHWEST QUARTER OF SECTION 31, TOWNSHIP 2 NORTH, RANGE 6 
WEST OF THE GILA AND SALT RIVER BASE AND MERIDIAN, MARICOPA COUNTY, ARIZONA; 

EXCEPT FROM LOTS 1 AND 2 AND THE EAST HALF OF THE NORTHWEST QUARTER THEREOF, ALL 
MINERALS AS RESERVED UNTO THE UNITED STATES IN THE RECORDED PATENT TO SAID LAND 
RECORDED IN DOCKET 2623, PAGE 394. 

PARCEL NO. 13 

THE NORTHEAST QUARTER OF SECIION 31, TOWNSHIP 2 NORTH, RANGE 6 WEST, OF THE GILA AND 
SALT RIVER BASE AND MERIDIAN, MARICOPA COUNTY, ARIZONA. 
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EXHIBIT C 

INFRASTRUCTURE COORDINATION, FINANCE AND OPTIONAGREEMENT 

START WORK NOTICE 

SAMPLE START WORK NOTICE 

Invoice Date: 
Due Date: 

Invoice to: Landowner Name 
Landowner Address 

By issuance of this Start Work Notice, Landowner notifies and authorizes Coordinator to 
commence the bidding of the construction jobs necessary to provide water, wastewater and 
reclaimed water services to the development. 

Amount due: 

Number of lots within development 
Start Work Notice fee per lot 
Invoice Amount 

1,000 
$500 
$500,000 



EXHIBIT D 
INFRASTRUCTURE COORDINATION, FINANCE AND OPTION AGREEMENT 

DESCRIPTION OF WUGT AND HUC SERVICES TO BE COORDINATED BY COORDINATOR 

WUGT 

Coordinator warrants that the following description of services includes all approvals, permits 
and requirements necessary to provide water service to the project. 

Expand CC&N water service area to include the Land, if necessary, including filing 
for a CC&N expansion within 30 days of closing of the acquisition of WMC and 
WUGT; 
Prepare a master water plan with respect to the Land; 
Confirm, construct and/or develop sufficient water plant, well source capacity and 
Central Arizona Project water source capacity and delivery systems for the Land; 
Extend a water distribution main line to the Delivery Points; 
Provide will-serve letters to applicable governmental agencies necessary for fmal 
Plat Approvals with a schedule of commitment dates personalized for the Land; 
Provide a 100-year assured water supply through Department of Water Resources 
via an Assured Water Designation or assist Landowner with the Certificate for 
Assured Water Supply application required for final Plat Approvals and Department 
of Real Estate approvals; 
Prepare Interim Use Permit for Land as described within this Agreement; 
Provide expedited final subdivision plat water improvement plan check and 
coordination with the Arizona Deparbnent of Environmental Quality for Approvals 
to Construct; and, 
ObtaidDevelop facilities extension agreement for construction of infrastructure 
within the Land (subject to reimbursement). 

HUC 
Coordinator warrants that the following description of services includes all approvals, permits 
and requirements necessary to provide reclaimed water and wastewater service to the project. 

- Expand CC&N wastewater service area to include the Land, including filing for a 
CC&N or CC&N expansion within 30 days of closing of the acquisition of WMC 
and WUGT; 
Prepare a master wastewater plan with respect to the Land; 
Develop a master reclaimed water treatment, retention, and distribution plan 
including interim well water supply for lake storage facilities; 
Confirm, construct andor develop sufficient wastewater plant capacity and Off-Site 

- 
- 

- 



Facilities for the Land; 
Extend a wastewater collection system main line to the Delivery Points; 
Extend a reclaimed water line to a water storage facility within the Land; 
Provide all permitting and regulatory approvals including but not limited to an 
Aquifer Protection Permit and Maricopa County Association of Governments 
(MAG) 208 Water Quality Plan as necessary; 
Provide will-serve letters to applicable governmental agencies necessary for final 
Plat Approvals with a schedule of commitment dates personalized for the Land; 
Provide expedited final subdivision plat wastewater improvement plan check and 
coordination with the Arizona Department of Environmental Quality for Approvals 
to Construct; and, 
Obtain/Develop facilities extension agreement for construction of infrastructure 
within the Land (subject to reimbursement), 

- 
- 
- 

- 

- 

- 



EXHIBIT E 

INFRASTRUCTURE COORDINATION. FINANCE AND OPTION AGREEMENT 

WATER FACILITIES EXTENSION AGREEMENT 

This Agreement is made this day of ,2005 by and between 

WATER UTILITY OF GREATER TONOPAH an Arizona corporation ("Company"), and 

,an ("Developer"). 

RECITALS: 

A. Developer desires that water utility service be extended to and for its real estate 

development located in Parcel - of consisting of - (single family, 

multi-family or commercial) lots, in Maricopa County within the general vicinity of the City of 

, Arizona (the "Development"). A legal description for the Development is attached 

hereto as Exhibit "A" and incorporated herein by this reference. The Development is located 

within Company's Certificate of Convenience and Necessity ("CC&N"), and the Company shall 

be responsible for extending service to the Delivery Points identified in Exhibit "B" hereto, and 

Company requires no further payment from Developer for Off-Site Facilities. 

B. Company is a public service corporation as defined in Article X V ,  Section 

2 of the Arizona Constitution which owns and operates a sewage treatment plant and collection 

system and holds a CC&N from the Commission granting Company the exclusive right to 

provide sewer utility service within portions of Maricopa County, Arizona. 

C. Developer is willing to construct and install facilities within the 

Development necessary to extend sewer utility service within the Development which facilities 

shall connect to the Company's system as generally shown on the map attached hereto as Exhibit 



“B.” Company is willing to provide water utility service to the Development in accordance with 

relevant law, including the rules and regulations of the Commission on the condition that 

Developer fully and timely perform the obligations and satis@ the conditions and requirements 

set forth below. 

COVENANTS AND AGREEMENTS: 

NOW, THEREFORE, in consideration of the following covenants and 

agreements, and other good and valuable consideration, the receipt and sufficiency of which are 

hereby acknowledged, the Parties hereby agree as follows: 

1. Construction of On-Site Facilities. Developer agrees to construct and 

install water distribution mains and pipelines, valves, booster stations, hydrants, fittings, service 

lines and all other related facilities and improvements necessary to provide water utility service 

to each lot or building within the Development as more particularly described in Exhibit “C” 

attached hereto and incorporated herein by this reference (referred to hereinafter as the 

“Facilities”). The Facilities shall connect to the Company’s system at the point shown on the 

approved plans as generally depicted on the map attached hereto as Exhibit “B” (the “Delivery 

Points”) and shall be designed and constructed within the Development in a manner which 

allows the provision of safe and reliable water utility service to each lot therein. Subject to the 

terms and conditions set forth herein (including, without limitation, Company’s rights of plan 

review and approval and inspection of final construction), Developer shall be responsible for all 

construction activities associated with the Facilities, and Developer shall be liable for and pay 

when due all costs, expenses, claims and liabilities associated with the construction and 

installation of the Facilities. Company shall be responsible for payment, financing, construction 



and design of any and all Off-Site Facilities without any additional compensation from 

Developer. Under this Agreement, “Off-Site Facilities” means those water and reclaimed water 

facilities to be constructed by Company or its affiliates under this Agreement, including all 

water, reclaimed water, and treatment, transmission, storage, pumping, and delivery facilities 

constructed either off the Land or on the Land to the Delivery Points as defined and agreed by 

the Parties. 

2. Construction Standards and Reauirements. The Facilities shall meet 

and comply with Company’s reasonable standards and specifications, and all engineering plans 

and specifications for the Facilities shall be approved by Company and its engineers 

(“Company’s Engineer”), prior to the commencement of construction with such approval not be 

unreasonably withheld. Company and Company’s Engineer shall review the plans and 

specifications and shall provide any requirements or comments as soon as practicable. 

Developer shall require that its contractor be bound by and conform to the plans and 

specifications for the Facilities as finally approved by Company. The construction and 

installation of the Facilities shall be in conformance with the applicable regulations of the 

Arizona Department of Environmental Quality (“ADEQ), the ACC, and any other 

governmental authority having jurisdiction there over. 

3. Rieht of InsDection: Corrective Action. Company shall have the right to 

have Company’s Engineer inspect and test the Facilities at reasonable times during the course of 

construction as necessary to ensure conformance with plans and specifications. If at any time 

before the final acceptance by Company of the Facilities any construction, materials or 

workmanship are found to be defective or deficient in any way, or the Facilities fail to conform 

to this Ageement, then Company may reject such defective or deficient construction, materials 



and/or workmanship and require Developer to fully pay for all necessary corrective construction 

efforts (“Corrective Action”). Company reserves the right to withhold approval and to forbid 

connection of any defective portion of the Facilities to Company’s system unless and until the 

Facilities have been constructed in accordance with plans and specifications and all applicable 

regulatory requirements. Further, Developer shall promptly undertake any Corrective Action 

required to remedy such defects and deficiencies in construction, materials and workmanship 

upon receipt of notice by Company. The foregoing notwithstanding, Company shall not 

unreasonably withhold or delay acceptance of the Facilities. 

4. Transfer of Ownershin Upon completion and approval of the as-built 

Facilities by Company and any other governmental authority whose approval is required, 

Developer shall transfer all right, title and interest in the Facilities to Company via a bill of sale 

in a form satisfactory to Company. Thereafter, Company shall be the sole owner of the Facilities 

and be responsible for their operation, maintenance and repair. Company’s ownership and 

responsibility shall include all distribution mains and/or related appurtenances within the 

Development up to the point of connection to the service line of each customer receiving service. 

Maintenance and repair of each service line, which lines are not part of the Facilities, shall be 

Developer’s, the Development’s or each individual customers’ responsibility, All work 

performed by or on behalf of Developer shall be warranted by Developer for one year from the 

date of transfer of the Facilities to Company against defects in materials and workmanship. 

Developer shall also covenant, at the time of transfer, that the Facilities are fiee and clear of all 

liens and encumbrances, and unless the time period for filing lien claims has expired, shall 

provide evidence in the form of lien waivers that all claims of contractors, subcontractors, 

mechanics and materialmen have been paid and satisfied. 



5 .  Final As-Built Drawinmi and Accounting of Construction Costs. 

Immediately following completion and approval of the Facilities, Developer shall provide 

Company with three sets of as-built drawings and specifications for the Facilities and a 

reproducible copy of such drawings. Developer shall also provide an accounting of the cost of 

constructing and installing the Facilities, which amount shall be refundable in accordance with 

paragraph 8, below. Company shall have no obligation to furnish service to the Development or 

to accept the transfer of the Facilities until Developer has complied with this paragraph. 

6. Easements. Developer shall be responsible for obtaining all necessary 

easements and rights-of-way for the construction and installation, and subsequent operation, 

maintenance and repair of the Facilities. Such easements and rights-of-way shall be of adequate 

size, location, and configuration so as to allow Company ready access to the Facilities for 

maintenance and repairs and other activities necessary to provide safe and reliable water utility 

service. Such easements and rights-of-way shall be provided to Company by Developer at the 

same time as Developer transfers ownership of the Facilities pursuant to paragraph 4, above. At 

the time of transfer, all easements and rights-of-way shall be Eree of physical encroachments, 

encumbrances or other obstacles. Company shall have no responsibility to obtain or secure on 

Developer's behalf any such easements or rights-of-way. 

7. Reimbursement for Enpineering and Other Fees and Expenses. 

Developer shall also reimburse Company for the reasonable costs, expenses and fees, including 

legal fees and costs that are incurred by Company for preparation of this Agreement, for 

reviewing and approving the plans and specifications for the Facilities to be constructed by 

Developer, for inspecting the Facilities during construction and other supervisory activities 

undertaken bv Commnv. for obtaining; anv necessarv amrovals from governmental authorities 



(collectively the “Administrative Costs”). For such purpose, at the time of the signing of this 

Agreement, the Developer will pay an advance to the Company of Seven Thousand Five 

Hundred Dollars ($7,500). Developer shall provide additional advances to Company, as may be 

reasonably requested by Company in writing from time-to-time, to reimburse Company for any 

additional Administrative Costs it incurs. In no event shall such Administrative Costs exceed 

10.0% of the cost of the Facilities. All amounts paid to Company pursuant to this provision shall 

constitute advances in aid of construction and be subject to refund pursuant to paragraph 8, 

below. 

8. Refunds of Advances. Company shall refund annually to Developer an 

amount equal to seven percent (7%) of the gross annual revenues received by Company from the 

provision of water utility service to each bona fide customer within the Development. Such 

refunds shall be paid by Company on or before the first day of August, commencing in the fourth 

calendar year following the calendar year in which title to the Facilities is transferred to and 

accepted by Company and continuing thereafter in each succeeding calendar year for a total of 

twenty-two (22) years. No interest shall accrue or be payable on the amounts to be refunded 

hereunder, and any unpaid balance remaining at the end of such twenty-two year period shall be 

non-refundable. In no event shall the total amount of the refunds paid by Company hereunder 

exceed the total amount of all advances made by Developer hereunder. For the purposes of this 

provision, the total amount of Developer’s advances shall be equal to Developer’s actual cost of 

constructing the Facilities, less the costs of any corrective action as defined in paragraph 3 

above, the costs of curing any defects arising during the warranty period, as provided herein, and 

the costs of any unreasonable overtime incurred in the construction of the Facilities, above, and 

the amounts paid by Developer to Company for Administrative Costs pursuant to paragraph 7, 



I .  

above. 

9. ComDanv's Obligation to Serve. Subject to the condition that Developer 

fully perform its obligations under this Agreement, Company shall provide water utility service 

to all customers within the Development in accordance with Company's tariffs and schedule of 

rates and charges for service, the rules and regulations of the Commission and other regulatory 

authorities and requirements, However, Company shall have no obligation to accept and operate 

the Facilities in the event Developer fails to make any payment provided in this Agreement, fails 

to construct and install the Facilities in accordance with Company's standards and specifications 

and in accordance with the applicable rules and regulations of ADEQ, the Commission or any 

other governmental authority having jurisdiction there over, or otherwise fails to comply with the 

terms and conditions of this Agreement. Developer acknowledges and understands that 

Company will not establish service to any customer within the Development until such time as 

Company has accepted the transfer of the Facilities, and all amounts that Developer is required to 

pay Company hereunder have in fact been paid. The foregoing notwithstanding, the Company 

shall not terminate service to any customer within the Development to whom service has been 

properly established as a consequence of any subsequent breach or nonperformance by 

Developer hereunder. 

10. Liabilitv for Income Taxes. In the event it is determined that all or any 

portion of Developer's advances in aid of construction hereunder constituted taxable income to 

Company as of the date of this Agreement or at the time Company actually receives such 

advances hereunder, and if no reasonable alternative business arrangement then exists to avoid 

such tax effect, Developer will advance funds to Company equal to the income taxes resulting 

from Developer's advance hereunder. These funds shall be paid to Company within twenty (20) 



days following notification to Developer that a determination has been made that any such 

advances constitute taxable income, and such tax funds are then due and payable, whether by 

virtue of any determination or notification by a governmental authority, amendment to the 

Internal Revenue Code, any regulation promulgated by the Internal Revenue Service, or similar 

change to any statute, rule or regulation relating to this matter. Such notification shall include 

documentation reasonably necessary to substantiate the Company's liability for income taxes 

resulting fiom the Developer's advances in aid of construction under this Agreement. In the 

event that additional funds are paid by Developer under this paragraph, such funds shall also 

constitute advances in aid of construction. In addition, Developer shall indemnify and hold 

Company harmless for, from and against any tax related interest, fines and penalties assessed 

against Company and other costs and expenses incurred by Company as a consequence of late 

payment by Developer of amounts described above. 

11. Notice. All notices and other written communications required hereunder 

shall be sent to the parties as follows: 

COMPANY: 

Water Utility of Greater Tonopah 
Attn: Cindy M. Liles, Senior Vice President 
21410 N. 19" Avenue 
Suite 201 
Phoenix, Arizona 85027 

DEVELOPER 

Each party shall advise the other party in writing of any change in the manner in which 

notice is to be provided hereunder. 

._ . . .  . . . 



12. Governing Law. This Agreement, and all rights and obligations 

hereunder, shall be subject to and governed by the rules and regulations of the Commission 

relating to domestic water utilities and generally shall be governed by and construed in 

accordance with the laws of the State of Arizona. Developer understands and acknowledges that 

Company's rates and charges, and other terms and conditions applicable to its provision of utility 

service, may be modified from time-to-time by order of the Commission. Company shall 

provide Developer with copies of such orders that may affect Developer's rights and obligations 

hereunder. 

13. Time is of the Essence. Time is and shall be of the essence of this 

Agreement. 

14. Indemnification: Risk of Loss. Developer shall indemnify and hold 

Company harmless for, from and against any and all claims, demands and other liabilities and 

expenses (including attorneys' fees and other costs of litigation) arising out of or otherwise 

relating to Developer's failure to comply with any of the terms and conditions contained herein, 

including (without limitation) Company's refusal to serve any unit within the Development based 

on Developer's failure to pay all amounts required hereunder in a timely manner. Developer's 

duty to indemnify Company shall extend to all construction activities undertaken by Developer, 

its contractors, subcontractors, agents, and employees hereunder. Developer's duty to indemnify 

shall not apply to the extent any claims, demands andlor other liabilities and expenses are caused 

by Company's negligent or intentional actions or inaction. Company shall indemnify and hold 

Developer harmless for, from and against any and all claims, demands and other liabilities and 

expenses (including attorneys' fees and other costs of litigation) arising out of or otherwise 

relating to Company's failure to comply with any of the terms and conditions contained herein. 

. .  



Company's duty to indemnify Developer shall extend to all construction activities undertaken by 

Company, its contractors, subcontractors, agents, and employees hereunder. Company's duty to 

indemnify shall not apply to the extent any claims, demands and/or other liabilities and expenses 

are caused by Developer's negligent or intentional actions or inaction. This indemnity clause 

shall not apply to the extent such claim, demand, liability andor expense is attributable to any 

third party. 

15. Successors and Assims. This Agreement may be assigned by either of 

the parties provided that the assignee agrees in writing to be bound by and hl ly  perform all of 

the assignor's duties and obligations hereunder. This Agreement and all terms and conditions 

contained herein shall be binding upon and shall inure to the benefit of the successors and 

assigns of the parties. 

16. Dispute Resolution. The parties hereto agree that each will use good 

faith efforts to resolve, through negotiation, disputes arising hereunder without resorting to 

mediation, arbitration or litigation. 

17. Attornevs' Feeq. The prevailing party in any litigation or other 

proceeding concerning or related to this Agreement, or the enforcement thereof, shall be entitled 

to recover its costs and reasonable attorneys' fees. 

18. Authoritv to Perform. Company represents and warrants to Developer 

that Company has the right, power and authority to enter into and Mly perform this Agreement. 

Developer represents and warrants to Company that Developer has the right, power and authority 

to enter into and fully perform this Agreement. 

DEVELOPER: COMPANY: 

WATER UTILITY OF GREATER TONOPAH 



an Arizona corporation 

BY 
Its 

BY 

Its: Senior Vice President 
Cindy Liles 

I 



EXHIBIT “A” 

Legal Description 



EXHIBIT “B” 

Point(s) of Connection [Delivery Point(s)] 



EXHIBIT “C” 

Water Facilities Budget 
(Required to be completed by Developer prior to execution of agreement) 

Item QTY UNIT UNIT $ TOTAL $ 
8” C-900, Class 150 Water Main LF 
8” Valve Box & Cover EA 
Fire Hydrant, Complete EA 
3 / 4” Double Water Service EA 
3 14” Single Water Service EA 
1 !4’ Landscape service EA 
2” Landscape service EA 
1 ” Landscape service EA 
Subtotal 
Sales Tax 
Total 



EXHIBIT F 
INFRASTRUCTURE COORDINATION, FINANCE AND OPTION AGREEMENT 

SEWER FACILITIES EXTENSION AGREEMENT 

This Agreement is made this day of ,2005 by and 

between HASSAYAMPA UTILITY COMPANY, an Arizona corporation (“Company”), 

’an (“Developer”). 

RECITALS: 

A. Developer desires that sewer utility service be extended to and for its real estate 

development located in Parcel - of consisting of - (single family, 

multi-family or commercial) lots, in Maricopa County within the general vicinity of the City of 

Maricopa, Arizona (the “Development”). A legal description for the Development is attached 

hereto as Exhibit “A” and incorporated herein by this reference. The Development is located 

within Company’s Certificate of Convenience and Necessity (“CC&N”), the Company has shall 

be responsible for extending service to the Delivery Points identified in Exhibit “B” hereto, and 

the Company requires no further payment from Developer for Off-Site Facilities. 

B. Company is a public service corporation as defined in Article XV, Section 

2 of the Arizona Constitution which owns and operates a sewage treatment plant and collection 

system and holds a CC&N from the Commission granting Company the exclusive right to 

provide sewer utility service within portions of Maricopa County, Arizona. 

C, Developer is willing to construct and install facilities within the 

Development necessary to extend sewer utility service within the Development which facilities 

shall connect to the Company’s system as generally shown on the map attached hereto as Exhibit 

“B” (the “Delivery Points”). Company is willing to provide sewer utility service to the 



Development in accordance with relevant law, including the rules and regulations of the 

Commission on the condition that Developer fully and timely perform the obligations and satisfy 

the conditions and requirements set forth below. 

COVENANTS AND AGREEMENTS: 



NOW, THEREFORE, in consideration of the following covenants and agreements, and 

other good and valuable consideration, the receipt and sufficiency of which are hereby 

acknowledged, the parties hereby agree as follows: 

1. Construction of On-Site Facilities. Developer agrees to construct and 

install sewage collection mains, manholes, pumping stations andor such other facilities and 

improvements necessary to provide sewer utility service to each lot or building within the 

Development as more particularly described in Exhibit “C” attached hereto and incorporated 

herein by this reference (referred to hereinafter as the “Facilities”). The Facilities shall connect 

to the Company’s system at the point shown on the approved plans as generally depicted on the 

map attached hereto as Exhibit ‘4B” (the “Delivery Points”), and shall be designed and 

constructed within the Development in a manner which allows the provision of safe and reliable 

sewer utility service to each lot therein. Subject to the terms and conditions set forth herein 

(including, without limitation, Company’s rights of plan review and approval and inspection of 

final construction), Developer shall be responsible for all construction activities associated with 

the Facilities, and Developer shall be liable for and pay when due all costs, expenses, claims and 

liabilities associated with the construction and installation of the Facilities. Company shall be 

responsible for payment, fmancing, construction and design of any and all Off-Site Facilities 

without any additional compensation from Developer. Under this Agreement, “Off-Site 

Facilities” means those wastewater facilities to be constructed by Company or its affiliates under 

this Agreement, including all wastewater plant, production, treatment, transmission, storage, 

pumping, and delivery facilities constructed either off the Land or on the Land to the Delivery 

Points as defmed and agreed by the Parties. 



2. s. The Facilities shall meet 

and comply with Company’s reasonable standards and specifications, and all engineering plans 

and specifications for the Facilities shall be approved by Company and its engineers 

(“Company’s Engineer”) prior to the commencement of construction with such approval not to 

be unreasonably withheld. Company and Company’s Engineer shall review the plans and 

specifications and shall provide any requirements or comments as soon as practicable. 

Developer shall require that its contractor be bound by and conform to the plans and 

specifications for the Facilities as finally approved by Company. The construction and 

installation of the Faciiities shall be in conformance with the applicable regulations of the 

Arizona Department of Environmental Quality (“ADEQ), the ACC, and any other 

governmental authority having jurisdiction there over. 

3. Rbht of Inmection; Corrective Action. Company shall have the right to 

have Company’s Engineer inspect and test the Facilities at reasonable times during the course of 

construction as necessary to ensure conformance with plans and specifications. If at any time 

before the final acceptance by Company of the Facilities any construction, materials or 

workmanship are found to be defective or deficient in any way, or the Facilities fail to conform 

to this Agreement, then Company may reject such defective or deficient construction, materials 

andor workmanship and require Developer to filly pay for all necessary corrective construction 

efforts (“Corrective Action”). Company reserves the right to withhold approval and to forbid 

connection of any defective portion of the Facilities to Company’s system unless and until the 

Facilities have been constructed in accordance with plans and specifications and all applicable 

regulatory requirements. Further, Developer shall promptly undertake any Corrective Action 

required to remedy such defects and deficiencies in construction, materials and workmanship 



upon receipt of notice by Company. 

unreasonably withhold or delay acceptance of the Facilities. 

The foregoing notwithstanding, Company shall not 

4. Transfer of Ownership. Upon completion and approval of the as-built 

Facilities by Company and any other governmental authority whose approval is required, 

Developer shall transfer all right, title and interest in the Facilities to Company via a bill of sale 

in a form satisfactory to Company. Company, in its sole discretion, may require Developer to 

conduct a video inspection of any of the Facilities prior to final approval and acceptance to 

ensure that no breaks or similar defects exist. Thereafter, Company shall be the sole owner of 

the Facilities and be responsible for their operation, maintenance and repair. Company’s 

ownership and responsibility shall include all pumping stations, manholes, collection and 

transmission mains andor related appurtenances within the Development up to the point of 

connection of the sewer line of each customer receiving service to the collection main. 

Maintenance and repair of each sewer service line, which lines are not part of the Facilities, shall 

be Developer’s, the Development’s or each individual customers’ responsibility. All work 

performed by or on behalf of Developer shall be warranted by Developer for one year from the 

date of transfer of the Facilities to Company against defects in materials and workmanship. 

Developer shall also covenant, at the time of transfer, that the Facilities are free and clear of all 

liens and encumbrances, and unless the time period for filing lien claims has expired, shall 

provide evidence in the form of lien waivers that all claims of contractors, subcontractors, 

mechanics and materialmen have been paid and satisfied. 

5. Final As-Built Drawings and AccountinP of Construction Costs. 

Immediately following completion and approval of the Facilities, Developer shall provide 

Company with three sets of as-built drawings and specifications for the Facilities and a 



reproducible copy of such drawings. Developer shall also provide an accounting of the cost of 

constructing and installing the Facilities, which amount shall be refundable in accordance with 

paragraph 8, below. Company shall have no obligation to furnish service to the Development or 

to accept the transfer of the Facilities until Developer has complied with this paragraph. 

6. Easements. Developer shall be responsible for obtaining all necessary 

easements and rights-of-way for the construction and installation, and subsequent operation, 

maintenance and repair of the Facilities. Such easements and rights-of-way shall be of adequate 

size, location, and configuration so as to allow Company ready access to the Facilities for 

maintenance and repairs and other activities necessary to provide safe and reliable sewer utility 

service. Evidence of such easements and rights-of-way shall be provided to Company by 

Developer at the same time as Developer transfers ownership of the Facilities pursuant to 

paragraph 4, above. At the time of transfer, all easements and rights-of-way shall be free of 

physical encroachments, encumbrances or other obstacles. Company shall have no responsibility 

to obtain or secure on Developer’s behalf any such easements or rights-of-way. 

7. Reimbursement f o w e e r i n v  and Other Fees and Expenses. 

Developer shall also reimburse Company for the reasonable costs, expenses and fees, including 

legal fees and costs that are incurred by Company for preparation of this Agreement, for 

reviewing and approving the plans and specifications for the Facilities to be constructed by 

Developer, for inspecting the Facilities during construction and other supervisory activities 

undertaken by Company, for obtaining any necessary approvals fkom governmental authorities 

(collectively the “Administrative Costs”). For such purpose, at the time of the signing of this 

Agreement, the Developer will pay an advance to the Company of Seven Thousand Five 

Hundred Dollars ($7,500). Developer shall provide additional advances to Company, as may be 

- .  . .. 



reasonably requested by Company in writing from time-to-time, to reimburse Company for any 

additional Administrative Costs it incurs. All amounts paid to Company pursuant to this 

provision shall constitute advances in aid of construction and be subject to refund pursuant to 

paragraph 8, below. 

8. Refunds of Advances. Company shall refind annually to Developer an 

amount equal to two and one-half percent(2.5%) of the gross annual revenues received by 

Company from the provision of sewer utility service to each bona fide customer within the 

Development. Such refunds shall be paid by Company on or before the first day of August, 

commencing in the fourth calendar year following the calendar year in which title to the 

Facilities is transferred to and accepted by Company and continuing thereafter in each 

succeeding calendar year for a total of twenty-two (22) years. No interest shall accrue or be 

payable on the amounts to be refunded hereunder, and any unpaid balance remaining at the end 

of such twenty-two year period shall be non-rehdable. In no event shall the total amount of the 

refunds paid by Company hereunder exceed the total amount of all advances made by Developer 

hereunder. For the purposes of this provision, the total amount of Developer's advances shall be 

equal to Developer's actual cost of constructing the Facilities, less the costs of any corrective 

action as defined in paragraph 3 above, the costs of curing any defects arising during the 

warranty period, as provided herein, and the costs of any unreasonable overtime incurred in the 

construction of the Facilities, above, and the amounts paid by Developer to Company for 

Administrative Costs pursuant to paragraph 7, above. 

9. ComDanv's Obligation to Serve. Subject to the condition that Developer 

fully perform its obligations under this Agreement, Company shall provide sewer utility service 

to all customers within the Development in accordance with Company's tariffs and schedule of 



rates and charges for service, the rules and regulations of the Commission and other regulatory 

authorities and requirements. However, Company shall have no obligation to accept and operate 

the Facilities in the event Developer fails to make any payment provided in this Agreement, fails 

to construct and install the Facilities in accordance with Company's standards and specifications 

and in accordance with the applicable rules and regulations of ADEQ, the Commission or any 

other governmental authority having jurisdiction there over, or otherwise fails to comply with the 

terms and conditions of this Agreement. Developer acknowledges and understands that 

Company will not establish service to any customer within the Development until such time as 

Company has accepted the transfer of the Facilities, and all amounts that Developer is required to 

pay Company hereunder have in fact been paid. The foregoing notwithstanding, the Company 

shall not terminate service to any customer within the Development to whom service has been 

properly established as a consequence of any subsequent breach or nonperformance by 

Developer hereunder. 

10. Liabilitv for Income Taxes. In the event it is determined that all or any 

portion of Developer's advances in aid of construction hereunder constituted taxable income to 

Company as of the date of this Agreement or at the t h e  company actually receives such 

advances hereunder, and if no reasonable alternative business arrangement then exists to avoid 

such tax effect, Developer will advance funds to Company equal to the income taxes resulting 

f?om Developer's advance hereunder. These funds shall be paid to Company within twenty (20) 

days following notification to Developer that a determination has been made that any such 

advances constitute taxable income, and such tax funds are then due and payable, whether by 

virtue of any determination or notification by a governmental authority, amendment to the 

Internal Revenue Code, any regulation promulgated by the Internal Revenue Service, or similar 



change to any statute, rule or regulation relating to this matter. Such notification shall include 

documentation reasonably necessary to substantiate the Company’s liability for income taxes 

resulting fkom the Developer’s advances in aid of construction under this Agreement, In the 

event that additional funds are paid by Developer under this paragraph, such funds shall also 

constitute advances in aid of construction. In addition, Developer shall indemnify and hold 

Company harmless for, from and against any tax related interest, fines and penalties assessed 

against Company and other costs and expenses incurred by Company as a consequence of late 

payment by Developer of amounts described above. 

1 1. Notice. All notices and other written communications required hereunder 

shall be sent to the parties as follows: 

COMPANY: 

Hassayampa Utility Company, 
Attn: Cindy M. Liles, Senior Vice President 
21410 N. lgfh Avenue 
Suite 201 
Phoenix, Arizona 85027 

DEVELOPER: 

Each party shall advise the other party in writing of any change in the manner in which 

notice is to be provided hereunder. 

12. GoverninP Law. This Agreement, and all rights and obligations 

hereunder, shall be subject to and governed by the rules and regulations of the Commission 



I '  

relating to domestic sewer utilities and generally shall be governed by and construed in 

accordance with the laws of the State of Arizona. Developer understands and acknowledges that 

Company's rates and charges, and other terms and conditions applicable to its provision of utility 

service, may be modified from time-to-time by order of the Commission. Company shall 

provide Developer with copies of such orders that may affect Developer's rights and obligations 

hereunder. 

13. Time is of the Essence. Time is and shall be of the essence of this 

Agreement, 

14. Indemnification: Risk of Loss. Developer shall indemnify and hold 

Company harmless for, from and against any and all claims, demands and other liabilities and 

expenses (including attorneys' fees and other costs of litigation) arising out of or otherwise 

relating to Developer's failure to comply with any of the terms and conditions contained herein, 

including (without limitation) Company's refusal to serve any unit within the Development based 

on Developer's failure to pay all amounts required hereunder in a timely m e r .  Developer's 

duty to indemnify Company shall extend to all construction activities undertaken by Developer, 

its contractors, subcontractors, agents, and employees hereunder. Developer's duty to indemnify 

shall not apply to the extent any claims, demands and/or other liabilities and expenses are caused 

by Company's negligent or intentional actions or inaction. Company shall indemnify and hold 

Developer harmless for, from and against any and all claims, demands and other liabilities and 

expenses (including attorneys' fees and other costs of litigation) arising out of or otherwise 

relating to Company's failure to comply with any of the terms and conditions contained herein. 

Company's duty to indemnify Developer shall extend to all construction activities undertaken by 

Company, its contractors, subcontractors, agents, and employees hereunder. Company's duty to 



indemnify shall not apply to the extent any claims, demands andlor other liabilities and expenses 

are caused by Developer's negligent or intentional actions or inaction. This indemnity clause 

shall not apply to the extent such claim, demand, liability and/or expense is attributable to any 

third party. 

15. Successors and Assims. This Agreement may be assigned by either of 

the parties provided that the assignee agrees in writing to be bound by and fully perform all of 

the assignor's duties and obligations hereunder. This Agreement and all terms and conditions 

contained herein shall be binding upon and shall inure to the benefit of the successors and 

assigns of the parties. 

16, Dismte Resolution. The parties hereto agree that each will use good 

faith efforts to resolve, through negotiation, disputes arising hereunder without resorting to 

mediation, arbitration or litigation. 

17. Attornevs' Fees. The prevailing party in any litigation or other 

proceeding concerning or related to this Agreement, or the enforcement thereof, shall be entitled 

to recover its costs and reasonable attorneys' fees. 

18. Authoritv to Perform. Company represents and warrants to Developer 

that Company has the right, power and authority to enter into and l l l y  perform this Agreement. 

Developer represents and warrants to Company that Developer has the right, power and authority 

to enter into and fully perform this Agreement. 



DEVELOPER: 

BY 
Its 

COMPANY: 

HASSAYAMPA UTILITY COMPANY 
an Arizona corporation 

BY 

Its: Senior Vice President 
Cindy M. Liles 



EXHIBIT “B” 
Point(s) of Connection (Delivery Point) 



EXHJBIT “C” 

Wastewater Facilities .Budget 
(Required to be completed by Developer pnor to execution of agreement 

Item QTY UNIT UNIT $ TOTAL $ 

8” SDR 35 Sewer Main LF 
10” SDR 35 Sewer Main LF 
4’ Manhole EA 
Sewer Cleanout EA 
4” Sewer Service EA 

Subtotal 
Sales Tax 
Total 



EXHIBIT 0 
INFRASTRUCTURE COORDINATION, FINANCE AND OPTION AGREEMENT 

OFF SITE FACILITIES 

Water 

Backbone/offsite water infrastructure includes all ground water wells, treatment facilities, 
storage and distribution centers, and major distribution pipelines (typically 16” diameter or 
greater) that generally run beneath major roadways, These roadways are usually located along 
section lines and cover a one mile by one mile grid. Connection stubs to onsitelin-parcel 
infrastructure are provided from these distribution pipelines. 

WastewaterReclaimed Water 

Backbone/offsite wastewater infrastructure includes all major collection pipelines (typically 1 8” 
to 48” diameter) that generally run beneath major roadways. Connections to these pipelines are 
typically provided for the onsitelin-parcel wastewater collection system at designated locations 
along a one mile by one mile section line grid. Backbone/offsite wastewater infrastructure also 
includes all lift stations, reclamation facilities, and major reclaimed water distribution pipelines. 
Reclaimed water infrastructure generally runs parallel to the wastewater main lines within the 

major roadway to the onsite storage facility provided by the Landowner. 



EXHIBIT H 
INFRASTRUCTURE COORDINATION. FINANCE AND OPTION AGREEMENT 

The attached maps indicate proposed lines to be the responsibility of the utilities based on the 
proposed land use plan submitted. Typically, the utility is responsible for water lines in size of 
16 inch or greater and wastewater lines 18 inch or greater. The Delivery Points as designated on 
the attached maps will change as agreed according to the final map. 

i 
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EXHIBIT I 
INFRASTRUCTURE COORDINATION, FINANCE AND OPTION AGREEMENT 

WATER UTILITY OF GREATER TONOPAH 
21410 N. 19* Avenue, Suite 201 

Phoenix, Arizona 85027 

Date 

Landowner Name and Address 

RE: Will Serve Letter for 

Dear 

Water Utility of Greater Tonopah, Inc. (“WUGT”) is a private water 
company authorized by the Arizona Corporation Commission (“ACC”) to furnish 
water utility service within portions of Maricopa County. [Insert Name of 
Landowner] has requested that WUGT provide water utility service to the 
Development as set forth on the legal description attached to this letter as 
Exhibit A. WUGT has determined that the Development is located partially 
within WUGT’s service territory. Within 30 days of the closing of the pending 
acquisition of WUGT and the Western Maricopa Combine, WUGT shall file an 
application with the ACC seeking approval to extend WUGTs CC&N to include 
all of the land set forth on Exhibit A. 

Based upon the inclusion of the above referenced land in the certificate 
of convenience and necessity (CC&N) territory approved by the ACC, and 
subject to execution of water line extension agreements by the Landowner and 
other regulatory approvals including Arizona Department of Water Resources, 
WUGT has agreed to provide water utility service to the Development. Further, 
WUGT has agreed to finance and construct facilities and infrastructure 
necessary to serve the Development in accordance with Line Extension 
Agreement, and to achieve substantial completion of those facilities and 
infrastructure within 18 months of the issuance of a Start Work Notice by 
Landowner. Specifically, pursuant to the conditions noted above, WUGT shall 
finance and construct the following facilities and infrastructure subject to final 
engineering and regulatory approvals: [insert general description of facilities to 



be constructed]. 

additional information. We look forward to serving your development. 
Please feel free to contact me if you have any questions or require any 

Re spec tfully yours, 

Cindy M. Liles 
Senior Vice President 



HASSAYAMPA UTILITY COMPANY 
21410 N. 19* Avenue, Suite 201 

Phoenix, Arizona 85027 

Date 

Landowner Name and Address 

RE: Will Serve Letter for 

Dear 

Hassayampa Utility Company (“HUC”) has submitted an application to 
the Arizona Corporation Commission (“ACC”) to form a private wastewater 
company authorized to furnish reclaimed water and wastewater utility service 
within portions of Maricopa County. Insert Name of Landowner] has requested 
that HUC provide reclaimed water and wastewater utility service to the 
Development as set forth on the legal description attached to this letter as 
Exhibit A. 

Based upon the ACC’s approval of the formation of the certificate of 
convenience and necessity (CC&N) for HUC, the ACC’s approval to include the 
Development in HUC’s CC&N territory, execution of wastewater line extension 
agreements by Landowner and other regulatory approvals including the MAG 
208 amendment, HUC has agreed to provide reclaimed water and wastewater 
utility service to the Development. Further, HUC has agreed to finance and 
construct facilities and infrastructure necessary to serve the Development in 
accordance with Line Extension Agreement, and to achieve substantial 
completion of those facilities and infrastructure within 18 months of the 
issuance of a Start Work Notice by Landowner. Specifically, pursuant to the 
conditions noted above, HUC shall finance and construct the following facilities 
and infrastructure subject to final engineering and regulatory approvals: 
[insert general description of facilities to be constructed]. 

Please feel free to contact me if you have any questions or require any 
additional information. We look forward to serving your development. 

6. ’ ... _ _  



Respectfully yours, 

Cindy M. Liles 
Senior Vice President 



GLOBAL WATER 

March 28,2013 

To Our Shareholders: 

GWR Global Water Resources Corp. (“GWRC”) is pleased to present our financial 
statements, along with the financial statements of Global Water Resources, Inc. 
(“GWRI”), for the year ended December 31, 2012. Because GWRI represents the sole 
asset of GWRC and is not consolidated into the financial statements of GWRC, the 
financial statements of GWRI for the year ended December 31, 2012 are filed together 
with the financial statements of GWRC. 

On behalf of the Board of Directors, President and Chief Executive Officer, management 
and employees of GWRC and GWRI, I thank you for your ongoing support. 

Warm Regards, 

Cindy M. Liles 
Executive Vice President and Chief Financial Officer 

21410 North 19th Avenue. Suite 201. Phaenn. Arizona 85027 

gwesources corn 

Phn 623 580 7ZC 
Fax 623 520 9659 
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Deloitte Deloitte &Touche LLP 
2901 N. Central Ave. 
Suite 1200 
Phoenix, A2 85012-2799 
USA 

Tel: +1 602 234 5100 
Fax: +1 602 234 5186 
www.deloitte.com 

INDEPENDENT AUDITORS’ REPORT 

To the Board of Directors and Shareholders of 
GWR Global Water Resources Corp. 
Vancouver, British Columbia, Canada 

We have audited the accompanying financial statements of GWR Global Water Resources Corp. (the 
“Company”), which comprise the balance sheets as of December 31,2012 and 201 I ,  and the related 
statements of operations, shareholders’ equity, and cash flows for the years then ended, and the related 
notes to the financial statements. 

Management’s Responsibility for the Financial Statements 

Management is responsible for the preparation and fair presentation of these financial statements in 
accordance with accounting principles generally accepted in the United States of America; this includes 
the design, implementation, and maintenance of internal control relevant to the preparation and fair 
presentation of the financial statements that are free from material misstatement, whether due to fraud or 
error. 

Auditors’ Responsibility 

Our responsibility is to express an opinion on these financial statements based on our audits. We 
conducted our audits in accordance with auditing standards generally accepted in the United States of 
America (and Canada). Those standards require that we plan and perform the audit to obtain reasonable 
assurance about whether the financial statements are free from material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in 
the financial statements. The procedures selected depend on the auditors’ judgment, including the 
assessment of the risks of material misstatement of the financial statements, whether due to fraud or error. 
In making those risk assessments, the auditor considers internal control relevant to the Company’s 
preparation and fair presentation of the financial statements in order to design audit procedures that are 
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of 
the Company’s internal control. Accordingly, we express no such opinion. An audit also includes 
evaluating the appropriateness of accounting policies used and the reasonableness of significant 
accounting estimates made by management, as well as evaluating the overall presentation of the financial 
statements. 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for 
our audit opinion. 

Member of 
DeloitteTouche Tohmatsu Limited 

http://www.deloitte.com


Opinion 

In our opinion, the financial statements referred to above present fairly, in all material respects, the 
financial position of GWR Global Water Resources Corp. as of December 3 1,20 12 and 20 1 1, and the 
results of their operations and their cash flows for the years then ended in accordance with accounting 
principles generally accepted in the United States of America. 

March 28, 2013 
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GWR GLOBAL WATER RESOURCES COW. 
BALANCE SHEETS 

As of December 31,2012 and 2011 

Notes December 31,2012 December 31,2011 
(in thousands of US$, except share data) 

ASSETS 

CURRENT ASSETS: 
Cash and cash equivalents .................................................. 
Other current assets ........................................................... 

Total current assets ......................................................... 

Equity method investment .................................................. 3 
TOTAL ASSETS .................................................................. 

LIABILITIES AND SHAREHOLDERS’ EQUITY 

LIABILITIES: 
Accounts payable and accrued expenses ............................. 
Due to related party ............................................................ 
Other noncurrent liabilities ................................................. 

Total liabilities ................................................................ 

COMMITMENTS AND CONTINGENCIES (see Note 8) 

SHAREDHOLDERS’ EQUITY: 
Common stock, unlimited shares authorized, 8,754,612 

shares issued and outstanding at December 31,2012 
and 2011 ........................................................................ 6 

Accumulated deficit ........................................................... 
Total shareholders’ equi ty... ............................................ 

TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY .. 

$ - $  
1 
1 

34,852 54,063 
34,853 $ 54,063 

~ 

$ 32 $ 8 
256 

41 25 
73 289 

55,767 55,670 
(20,987) (1,896) 

34,780 53,774 
$ 34,853 $ 54,063 

1 

See accompanying notes to the financial statements. 
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GWR GLOBAL WATER RESOURCES COW. 
STATEMENTS OF OPERATIONS 

For the Years Ended December 31,2012 and 2011 

2012 2011 
(in thousands of US$, except 

share and per share data) 

......................................................... $ (18,694) $ (1,580) 
397 255 

LOSS FROM EQUITY INVESTMENT 
OPERATING EXPENSES ............................................................................. 

....................................................................................... OPERATING LOSS (19,091) (1,835) 
LOSS BEFORE INCOME TAXES (19,091) (1,835) 
INCOME TAX BENEFIT .............................................................................. 
NETLOSS $ (19,091) $ (1,835) 

................................................................. 

..................................................................................................... 

WEIGHTED AVERAGE SHARES: 
.......................................................................................................... 8,712,476 Basic 8,754,612 

Diluted ....................................................................................................... 8,754,6 12 8,712,476 

LOSS PER SHARE: 
.......................................................................................................... Basic $ (2.18) $ (0.21) 

Diluted $ (2.18) $ (0.21) ....................................................................................................... 

See accompanying notes to the financial statements. 
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GWR GLOBAL WATER RESOURCES COW. 
STATEMENTS OF SHAREHOLDERS’ EQUITY 
For the Years Ended December 31,2012 and 2011 

BALANCE -December 31, 2010 ................. 
Receipt of gross proceeds from stock 

issuance ................................................. 
Issuance costs - underwriters’ 

commissions .......................................... 
Issuance costs - legal, professional and 

other costs .............................................. 
Net loss ..................................................... 

BALANCE - December 31, 2011 ................. 
Stock-based compensation ......................... 
Net loss ..................................................... 

BALANCE - December 3 1, 20 12 ................. 

Common Accumulated Total 
Shares Stock Deficit Equity 

(in thousands of US$, except share amounts) 

8,185,001 $ 51,659 $ (61) $ 51,598 

569,611 4,273 4,273 

(6) (6) 

( 1,835) ( 1,835) 

8,754,612 $ 55,670 $ (1,896) $ 53,774 

97 97 

(19,091) (19,091) 

8,754,612 $ 55,767 $ (20,987) $ 34,780 - L 

See accompanying notes to the financial statements. 
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GWR GLOBAL WATER RESOURCES COW. 
STATEMENTS OF CASH FLOWS 

For the Years Ended December 31,2012 and 2011 

2012 2011 
(in thousands of US$) 

CASH FLOWS FROM OPERATING ACTIVITIES: 
...................................................................................................... Net loss $ (19,091) $ (1,835) 

Adjustments to reconcile net loss to net cash used in operating activities: 
Deferred compensation ........................................................................... 51 

................................................................... Loss from equity investment 18,694 1,580 
.............................................................. Changes in assets and liabilities (2 17) 255 

................................................. Net cash used in operating activities (563) 

CASH FLOWS FROM FINANCING ACTIVITIES: 
Proceeds from the sale of stock .................................................................. 4,273 

(262) Issuance costs paid ..................................................................................... 
Net cash provided by financing activities ......................................... 4,011 

CASH FLOWS FROM INVESTING ACTMTIES: 
(4,011) Purchase of equity investment .................................................................... 

Deemed distribution &om related party ....................................................... 563 
.......................... Net cash provided by (used in) investing activities.. 563 (4,011) 

INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS 
CASH AND CASH EQUIVALENTS - Beginning of year ............................. 
CASH AND CASH EQUIVALENTS - End of year ...................................... $ $ 

Supplementary disclosure: 
$ 

$ 

Income taxes paid ...................................................................................... $ 

Interest paid ............................................................................................... $ 

See accompanying notes to the financial statements. 
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GWR GLOBAL WATER RESOURCES COW. 
Notes to the Financial Statements 

1. GENERAL BUSINESS DESCRIPTION 

GWR Global Water Resources Corp. (the “Company”, “GWRC”, “we”, or “us”) was incorporated under 
the Business Colporntions Act (British Columbia) on March 23, 2010 to acquire shares of Global Water 
Resources, Inc. (“GWRI”), a corporation incorporated in the State of Delaware of the United States of 
America, and to actively participate in the management, business and operations of GWRI through its 
representation on the board of GWRI and its shared management with GWRI. The formation of GWRI 
occurred through a reorganization of Global Water Resources, LLC and its subsidiaries and Global Water 
Management, LLC (the predecessors of GWRI). 

GWRI operates in the Western United States as a water resource management company that owns and 
operates regulated water, wastewater and recycled water utilities in strategically located communities, 
principally in metropolitan Phoenix, Arizona. GWRI’s model focuses on the broad issues of water supply and 
scarcity and applies principles of water conservation through water reclamation and reuse. The basic premise 
of GWRI’s business is that the world’s water supply is limited and yet can be stretched significantly through 
effective planning, the use of recycled water and by providing individuals and communities resources that 
promote wise water usage practices. GWRI deploys its integrated approach, Total Water Management 
(“TWM”), a term which it uses to mean managing the entire water cycle, both to conserve water and to 
maximize its total economic and social value. GWRI uses TWM to promote sustainable communities in areas 
where GWRI expects growth to outpace the existing potable water supply. 

Leveraging its investment in technology that was initially developed to support and optimize its own utilities, 
GWRI also has an unregulated business, whose services are now marketed by GWRI as FATHOM Utility-to- 
Utility (“U?VM”) Solutions (“FATHOMT‘”). FATHOMrM offers an integrated suite of advanced technology- 
enabled platforms to provide attractive third party services to municipalities and private utilities. The services 
offered by FATHOMT“ provide automation, cost savings and opportunities for increased revenues. 

The Company, pursuant to an underwriting agreement with a syndicate of underwriters dated December 16, 
2010, filed a prospectus (the “Offering Prospectus”) on December 16, 2010 for an initial public offering (the 
“Offering”) of 8,185,000 common shares of the Company at C$7.50 per share. On December 30, 2010, the 
Company completed the Offering and raised gross proceeds totaling C$61,387,500. On January 28,2011, the 
underwriters of the Offering exercised their over-allotment option for an additional 569,611 common shares at 
C$7.50 per share resulting in additional gross proceeds of C$4,272,083. Net proceeds from the Offering, 
including from the exercise of the over-allotment option, were used to purchase 87,546 shares of GWRI’s 
common stock, representing a total ownership interest in GWRI of approximately 48.1% (see Note 3). 

Basis of Presentation - The financial statements of the Company have been prepared in accordance with 
accounting principles generally accepted in the United States of America (“U.S. GAAP”). Amounts are stated 
in U.S. dollars unless otherwise noted. 

Subsequent events have been evaluated through March 21,2013, the date on which the financial statements 
were approved by the board of directors. 

Conversion to U.S. GAAP - In February 2008, the Accounting Standards Board (AcSB) of the Canadian 
Institute of Chartered Accountants (CICA) confirmed that publicly accountable enterprises would be required 
to convert to International Financial Reporting Standards (IFRS) in place of Canadian generally accepted 
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accounting principles for interim and annual reporting purposes for fiscal years beginning on or after January 
1, 2011. 

In September 2010, the AcSB decided to offer an optional one year deferral for conversion to IFRS for 
qualifying entities with rate regulated activities and permit such entities to continue to apply Part V - Pre- 
changeover accounting standards of the CICA Handbook during that period. The Company is a qualifying 
entity for purposes of this deferral which we elected. 

Further, during 201 1, we applied for, and in July 201 1 received, an exemption from the Ontario Securities 
Commission allowing the Company and GWRI to adopt U.S. GAAP and defer the conversion to IFRS until 
financial years beginning on or after January 1,2015. Accordingly, effective January 1, 2012, we converted to 
U.S. GAAP. 

For all periods up to and including the year ended December 31, 2011, we prepared our annual and interim 
financial statements in accordance with Part V - Pre-changeover accounting standards of the CICA Handbook. 

As indicated above, we have prepared our financial statements to comply with U.S. GAAP applicable for 
periods on or after January 1, 2012. The conversion to U.S. GAAP has been made on a retrospective basis. 
While the financial statements for prior periods presented herein have been restated in accordance with U.S. 
GAAP in effect at the date of transition to U.S. GAAP effective January 1, 2012, there was no impact of such 
restatement on our Statement of operations for the year ended December 31, 2011, balance sheet as of 
December 31, 2011 or the statement of cash flows for the year ended December 31, 2011. As such, no 
reconciliation of the transition to U.S. GAAP is presented. 

Use of accounting estimates - U.S. GAAP requires management to make estimates and assumptions that 
affect the reported amounts of assets, liabilities, revenues and expenses as well as disclosures of contingent 
assets and liabilities in the financial statements. We use estimates for certain items such as income taxes, fair 
values of financial instruments and commitments and contingencies. By nature, these estimates and 
assumptions are subject to measurement uncertainty and as such, actual results could differ from estimates 
used in these financial statements. 

Economic dependence - We are economically dependent on GWRI. Our ability to pay distributions is 
entirely dependent on the distributions received from GWRI. Significant events affecting or transactions 
involving GWRI could materially influence our ability to pay distributions. We also rely on GWRI for 
payment of our operating expenses (see Note 4). 

Recently adopted accounting standard - Presentation of Comprehensive Income: In June 201 1, the 
Financial Accounting Standards Board (FASB) issued guidance on the presentation of comprehensive income. 
This guidance eliminates the option of presenting components of other comprehensive income as part of the 
statement of changes in stockholders' equity. The guidance gives entities the option to present the total of 
comprehensive income, the components of net income and the components of other comprehensive income in 
either a single continuous statement of comprehensive income or in two separate but consecutive statements. 

In December 201 1, the FASB issued an amendment to indefinitely defer one of the requirements contained in 
its June 201 1 final standard. That requirement called for reclassification adjustments from accumulated other 
comprehensive income to be measured and presented by income statement line item in net income and also in 
other comprehensive income. This guidance, including the related deferral, is effective for fiscal years and 
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interim periods beginning after December 15, 2011 and must be applied retrospectively. We adopted this 
guidance on January 1, 2012; however, this guidance will only impact our financial statements if we have 
components of comprehensive income besides net income in the future. Therefore, no statement of 
comprehensive income has been included. 

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

Equity method investments - We account for our investment in GWRT using the equity method of 
accounting because we exercise significant influence over G W ’ s  operating, investing and financial policies 
but such rights do not result in a controlling financial interest. Under the equity method of accounting, an 
investment is initially recorded at cost. Any excess of the cost of the acquisition over our share of the net fair 
value of identifiable assets and liabilities of an equity accounted investee at the date of the acquisition is 
recognized as goodwill, which is included within the carrying amount of the investment. 

When there is a loss in value of an equity accounted investment that is other than temporary, the carrying 
amount of the investment is written down to reflect the loss. The amount of the write down is recorded in net 
income and is not reversed even if there is a subsequent increase in value (see Note 3). 

The carrying value is adjusted thereafter to include the investor’s pro rata share of post-acquisition earnings of 
the investee. The amount of the adjustment is included in the determination of net income by the investor, and 
the investment account of the investor is also increased or decreased to reflect the investor’s share of capital 
transactions and changes in accounting policies and corrections of errors relating to prior period financial 
statements applicable to post-acquisition periods. Profit distributions received or receivable from an investee 
reduce the carrying value of the investment. 

Income or losses from equity investment is recorded based on our percentage ownership in the net earnings of 
investments over which we exercise significant influence over operating, investing and financial policies but 
over which we do not have control. 

Distributions - Distributions receivable are recorded when declared. 
shareholders are recorded when declared. 

Distributions payable to our 

Income tares - We utilize the asset and liability method of accounting for income taxes. Under the asset and 
liability method, deferred tax assets and liabilities are recognized for the future tax consequences attributable 
to differences between the financial statement carrying amounts of existing assets and liabilities and their 
respective tax bases. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply 
to taxable income in the years in which those temporary differences are expected to be recovered or settled. 
Deferred tax assets are reduced by a valuation allowance when it is more likely than not that some portion or 
all of the deferred tax assets will not be realized. 

We evaluate uncertain tax positions using a two-step approach. Recognition (step one) occurs when we 
conclude that a tax position, based solely on its technical merits, is more-likely-than-not to be sustained upon 
examination. Measurement (step two) determines the amount of benefit that more-likely-than-not will be 
realized upon settlement. Derecognition of a tax position that was previously recognized would occur when 
we subsequently determine that a tax position no longer meets the more-likely-than-not threshold of being 
sustained. 

- 7 -  



GWR GLOBAL WATER RESOURCES COW. 
Notes to the Financial Statements (Continued) 

The Company is incorporated in Canada and, as such, is subject to income tax provisions in Canada. 
Furthermore, the Company was formed to acquire shares in a U.S. corporation, GWRI. The U.S. Internal 
Revenue Code has provisions dealing with the “inversion” of a U.S. corporation, which provide that a non- 
U.S. corporation may be treated as a U.S. corporation for U.S. federal income tax purposes in certain 
circumstances. Management believes that the Company should not be treated as a U.S. corporation for U.S. 
federal income tax purposes pursuant to the inversion rules because the Company has not acquired and should 
not be deemed to have acquired substantially all of the stock or assets of GWRI, as provided for under current 
US. income tax guidelines, which is generally more than fifty percent. Additionally, any investment in the 
Company by historical shareholders of GWRI will bear no relationship to their respective historical ownership 
of GWRI and will be on the same terms made available to the public. 

However, there is a risk that the U.S. Internal Revenue Service could take a contrary position and assert that 
the Company should be treated as a U.S. corporation under the inversion rules as a result of the transactions 
which took place under the investment agreement between the Company and GWRI dated December 30,2010 
under which the Company acquired its interest in GWRI (the “Investment Agreement”). As a result, if the 
Company were subsequently determined to be a U.S. corporation for U.S. federal income tax purposes under 
the inversion rules, the Company could owe U.S. corporate income tax, withholding tax, penalties and interest, 
which could be significant. Such treatment may be retroactive to the Company’s initial acquisition of shares 
of GWFU if a subsequent acquisition is considered to be part of a plan or series of related transactions that 
includes the transactions contemplated under the Investment Agreement. 

Earnings per share - Basic earnings per share is based on the weighted average number of shares outstanding 
during the period. Diluted earnings per share is computed in accordance with the treasury stock method and 
based on the weighted average number of shares and dilutive share equivalents. 

3. ACQUISITION OF INVESTMENTS 

From its inception through the date of the Offering, the Company did not make any investments. 

The Company completed its initial public offering on December 30, 2010, with gross Offering proceeds 
totaling C$61,387,500. On December 30, 2010, the Company used the net proceeds of the Offering in the 
amount of $55,363,000 for (i) the payment of approximately $51,659,000 for 81,850 shares of GWRI common 
stock (an approximate 46.4% interest in GWRI), and (ii) reimbursement of approximately $3,704,000 of 
Offering expenses incurred by GWRI on our behalf (see Note 6). 

During 2010, all legal, professional and other costs incurred in connection with the Offering had been 
capitalized as deferred financing costs on GWRI’s balance sheet. All such amounts were charged to the 
Company upon consummation of the Offering on December 30, 2010 and are netted against equity in our 
balance sheet. 

On January 28, 2011, the underwriters of the Offering exercised their over-allotment option and with the 
related net proceeds of $4,011,000, we purchased an additional 5,696 shares of GWRI’s common stock, 
resulting in the Company owning an approximate 48.1% of GWRI (see Note 6). 
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The Company completed the process of determining the allocation of the amount invested in GWRI common 
stock to the underlying fair value of the net assets of GWRI. The allocation of the amount invested in GWRI 
is set forth as follows (in thousands of US$): 

Net assets of GWRI ............................................................................................................ $ (19,976) 
Intangible asset - FATHOM 1,242 TM contracts .............................................................................. 

............................................................................................................................ Goodwill 74,733 
Deferred tax liability (329) 
Total ................................................................................................................................... $ 55,670 

........................................................................................................... 
- 

The components of the allocation are aggregated in the canying value of the equity method investment in the 
Company’s balance sheet. The portion of the allocation attributed to the intangible asset will be amortized 
over the contractual lives of the underlying FATHOMT“ contracts. As indicated above, a deferred tax liability 
was established as a result of the book versus tax basis difference created by the intangible asset. 
Amortization of the intangible asset and the reversal of the deferred tax liability will be recorded each period 
as a component of the Company’s income (loss) from equity investment. Approximately $137,000 of the 
intangible asset was amortized and approximately $36,000 of the deferred tax liability was reversed during 
2012. 

Our interest in GWRI shares provides certain rights with respect to GWRI, including the right to appoint three 
of the six directors of GWRI’s board of directors (the “Board”). However, the owners of the remaining shares 
of GWRI have the right to increase the size of the Board to seven members and appoint the seventh member as 
long as their interest in GWRI exceeds 50%, upon written notice to the Board. 

The Company’s loss on its equity investment totaled approximately $18,694,000 and $1,580,000 for the years 
ended December 31, 2012 and 2011, respectively. To date, no distributions have been declared or received 
from investments. The increased loss on equity investment for the year ended December 31, 2012 was 
primarily a result of a valuation allowance recorded against GWRI’s net deferred tax assets during the second 
quarter of 2012. 
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The following contains summarized financial data of GWRI’s financial position as of December 31.2012 and 
201 1 (in thousands of US$): 

December 31,2012 
ASSETS: 

Net property, plant and equipment ..................................... $ 260,236 
Current assets .................................................................... 8,750 
Other assets ....................................................................... 30,411 

TOTAL ASSETS .................................................................. $ 299,397 

LIABILITIES : 
Current liabilities ............................................................... $ 14,707 
Noncurrent liabilities ......................................................... 311,254 

TOTAL LIABILITIES .......................................................... 325,961 
SHAREHOLDERS’ EQUITY (DEFICIT).. ........................... (26,564) 

EQUITY (DEFICIT) ............................................................. $ 299,397 
TOTAL LIABILITIES AND SHAREHOLDERS’ 

December 31,2011 

$ 265,948 
9,138 

55,536 
330,622 

$ 2 1,570 
296,690 
318,260 

12,362 

$ 330.622 

The following contains summarized financial data of GWRI’s results of operations for the years ended 
December 3 1,20 12 and 201 1 (in thousands of US$): 

Years Ended December 31, 
2012 2011 

............................................................................... Revenues $ 33,538 
Operating expenses ................................................................ 32,550 
Operating income (loss) ......................................................... 988 
Total other expense, net (8,802) 
Loss before income taxes (7,814) 
Income tax (expense) benefit ............................................... (3 0,667) 
Net loss .............................................................................. $ (38,481) 

...................................................... 
.................................................... 

$ 36,405 
32,836 

3,569 
(8,849) 

1,972 
$ (3,308) 

(5,280) 

We evaluate our investment in GWRI for impairment whenever events or changes in circumstances indicate 
that the carrying value of our investment may have experienced an “other-than-temporary’’ decline in value. 
We concluded that an impairment of the investment did exist as of December 3 1, 201 1; however based on our 
evaluation of various relevant factors, including the ability of GWRI to achieve and sustain an earnings 
capacity that would justify the carrying amount of our investment and consideration of our intent and ability to 
retain our investment for a sufficient period of time to allow for recovery of the indicated impairment, the 
conclusion was made that the indicated impairment was temporary. Through December 31, 2012, GWRI’s 
results of operations were below GWRI’s previous forecasts. This combined with the continued decline in the 
trading price of our stock warranted a review of the carrying value of our investment in GWRI for 
impairment. We have updated our valuation assessment and have concluded that an impairment of the 
investment as of December 31, 2012 did not exist. However, this analysis is sensitive to management 
assumptions including forecasted results of GWRI and, as a result, changes in these assumptions could have a 
material impact on the analysis. 
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4. RELATED PARTY TRANSACTIONS 

Except for the Chief Executive Officer and Chief Financial Officer (who serve the same roles at GWRI and 
receive no compensation from the Company in connection with their roles), we have no employees and the 
management and general administration services of our business and affairs are provided by GWRI pursuant 
to a management agreement. The services provided by GWRI pursuant to the management agreement include, 
but are not limited to the following: 

a 

a 

a 

a 

a 

a 

a 

a 

a 

a 

a 

a 

a 

a 

m 

a 

monitoring compliance by the Company at all times with the constraints on the ownership of common 
shares of the Company by U.S. Persons as imposed by the United States Investment Company Act of 
1940; 
managing the timely preparation of the annual and interim financial statements of the Company, as 
well as relevant tax information and providing or causing the same to be provided to the Company’s 
shareholders, as appropriate; 
managing the audit of the annual financial statements of the Company by the Company’s auditors; 
managing the preparation of all of the Company’s income, sales or commodity tax returns and filings 
and arranging for their filing within the time required by applicable tax law; 
rendering such services as requested by the Company’s officers or the board to implement the advice 
of the professionals engaged by the Company for advice regarding compliance by the Company with 
all applicable laws and stock exchange requirements including, without limitation, all continuous 
disclosure obligations under securities laws; 
managing the preparation of any circular or other disclosure document required under applicable 
securities laws in response to an offer to purchase securities of the Company; 
providing investor relations services for the Company; 
managing the logistics of calling and holding all annual andor special meetings of shareholders and 
preparing, and arranging for the distribution of all materials (including notices of meetings and 
information circulars) in respect thereof; 
with the advice of the Company’s advisors, preparing and providing or causing to be provided to 
shareholders on a timely basis all information to which shareholders are entitled under applicable laws 
and stock exchange requirements, including financial statements relating to the Company and GWRI; 
managing the timing and terms of future offerings of securities of the Company, if any, as requested by 
the board or officers of the Company; 
obtaining and maintaining the insurance coverage selected by the board or officers for the benefit of 
the Company and its directors and officers; 
providing such services as requested by the board or officers of the Company in regard to any 
financings by the Company; 
assisting in the preparation and coordination of meetings of the board, including preparation of minutes 
of meetings of the board; 
preparing, and delivering, on behalf of the Company and with the advice of the Company’s advisors, 
any prospectus or comparable document of the Company to qualify the sale or distribution of securities 
of the Company from time to time; 
promptly notifymg the Company of any information or event that, to GWRI’s knowledge, might 
reasonably be expected to have a material adverse effect with respect to the Company or that might 
reasonably be expected to be a “material change” or “material fact” as regards the Company or 
GWRI; and 
providing all other services as may be requested by the Company, for the administration of the 
business and affairs of the Company. 
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Services provided by GWRI are provided at no charge to the Company. 

Notwithstanding the foregoing, the Company is solely responsible for the selection of accountants, lawyers, 
consultants, investment bankers and other such professional advisors, as well as other service providers from 
time to time, to provide advice and other administrative services directly to the Company. Further, the 
Company is responsible for certain costs including the fees paid to members of our board of directors. Since 
the Company has no cash and does not expect to have cash flows from operating activities, the operating costs 
incurred by the Company are paid by GWRI. Amounts paid by GWRI on the Company’s behalf through 
December 31, 2012 totaled $563,000. The Company previously reported the amount paid by GWRI on its 
behalf as a liability due to the related party. However, since the Company is not able to objectively determine 
when the related party liability will be settled, the liability has been reclassified to equity method investment 
as of December 31,2012. 

The management agreement may be terminated (i) by the Company, in its sole discretion, by notice in writing 
to GWRI at least 30 days prior to the effective date of termination; (ii) by either party in the event of the 
termination of the existence of the Company or the insolvency, receivership or bankruptcy of GWRI, or in the 
case of default by the other party in the performance of a material obligation under the management agreement 
which is not remedied within 30 days after notice thereof has been delivered to the defaulting party; and (iii) if 
the Company no longer holds voting securities of GWRI. 

A copy of the management agreement is available on the Company’s SEDAR profile at www.sedar.com. 

Stock option grant to employees of GF?U - In January 2012, the Company’s Board of Directors granted 
385,697 options to acquire GWRC common stock to nine employees of GWRI pursuant to the GWR Global 
Water Resources Corp. Stock Option Plan (the “Option Plan”). The options vest in equal installments over the 
eight quarters of 2012 and 2013 and expire four years after the date of issuance. We account for the option 
grant in accordance with FASB’s Accounting Standards Codification (ASC) 323, Investment-Equity Method & 
Joint Ventiires. At December 31,2012, the estimated fair value of the unvested options was $33,000 based on 
a Black-Scholes pricing model. The options were initially measured on June 30, 2012, the first period-end 
following the date when the Option Plan received shareholder approval. The Company will remeasure the fair 
value of the award at the end of each period until the options are fully vested. 

As part of loss from equity investment, 48.1% of the stock compensation cost recorded by GWRI as a result of 
the award under the Option Plan is included in the Company’s statement of operations, reflecting the 
Company’s equity method interest in GWRI’s results of operations. Additionally, whereas the Company is 
providing the entire compensation award to GWRI despite the Company’s 48.1% interest, the Company 
recorded compensation expense within operating expenses related to the stock option award totaling $51,000 
for the year ended December 31, 2012, representing the remaining 51.9% of the total compensation for such 
awards. This 51.9% amount represents the amount that the Company’s claim on GWRI’s book value has not 
been increased which benefits the noncontributing investors. 

5. INCOMETAXES 

The Company purchased an equity investment in GWRI on December 30, 2010. Income or loss generated by 
GWRI will result in outside basis differences between the carrying value of the investment compared to the 
tax basis of the investment. Outside basis differences between the carrying value and the tax basis of the 
investment in GWRI were evaluated for the tax consequences of the potential realization of an equity 
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investment (e.g., disposition, dividends, return of capital, etc.) to determine the proper accounting for the 
reversal of any temporary differences in the tax basis and carrying value of the investment. At December 31, 
201 1, the book versus tax basis difference in the Company’s equity investment totaled approximately $1.6 
million and a corresponding deferred tax asset has been recorded in the amount of $426,000 based on a 
combined statutory tax rate of 26.5%. At December 31, 2012, the book versus tax basis difference in the 
Company’s equity investment totaled approximately $20.8 million and a deferred tax asset has been recorded 
in the amount of $5.5 million based on a combined statutory tax rate of 26.5%. However, as it is not more- 
likely-than-not that the deferred tax asset will be realized in the foreseeable future, a full valuation allowance 
has been recorded against the deferred tax asset for all periods. 

6. SHAREHOLDERS’ EQUITY 

The Company has a single class of common shares authorized for issuance and each share entitles the holder 
thereof to one vote per share. 

Prior to the Offering, no capital had been contributed into the Company and no shares of the Company had 
been issued, with the exception of a single common share in connection with the initial organization of the 
Company. 

As discussed in Note 1, on December 30, 2010, the Company completed its Offering of 8,185,000 common 
shares at C$7.50 per share for gross proceeds totaling C$61,387,500, or approximately US$61,189,000. The 
costs incurred in connection with the Offering have been netted against equity in our balance sheet as of 
December 31, 2010. Net proceeds from the Offering, after taking into consideration underwriters’ 
commissions of approximately $3,671,000 and legal, professional and other Offering costs of approximately 
$5,859,000, totaled approximately $51,659,000. 

On January 28, 2011, the underwriters of the Offering exercised their over-allotment option for an additional 
569,611 common shares at C$7.50 per share. Net proceeds from the exercise of the over-allotment option, 
after taking into account underwriters’ commissions and issuance costs of $262,000, were $4,011,000. Such 
net proceeds were used to purchase 5,696 shares of GWRI’s common stock on January 28, 201 1, increasing 
the Company’s ownership interest in GWRI to approximately 48.1%. 
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7. CAPITAL MANAGEMENT AND LIQUIDITY MATTERS 

As discussed in Note 1, we are economically dependent on GWRI. Our ability to service operating costs and 
pay distributions (if any) is entirely dependent on the receipt of distributions, or loans, from GWRI. 
Significant events affecting or transactions involving GWRI could materially influence our ability to make 
such payments. 

We do not carry on any active business operations as our activities are generally restricted to holding securities 
of our equity investee, GWRI. To date, we have not incurred debt to finance our investments. Therefore, our 
capital structure is composed solely of our shareholders’ equity. 

8. COMMITMENTS AND CONTINGENCIES 

Commitments - As discussed in Note 4, the Company uses the services of GWRI for the management and 
general administration of our business and affairs. The Company does not pay a fee for these services. We 
currently have no commitments expected to result in future minimum payments. 

Contingencies - From time to time, we may become involved in proceedings arising in the ordinary course of 
business of which the ultimate resolution of such matters could materially affect our financial position, results 
of operations, or cash flows. Since inception, the Company has not identified any contingencies which we 
believe could materially affect our financial statements. 

* * * * * *  
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INDEPENDENT AUDITORS’ REPORT 

To the Board of Directors and Shareholders of 
Global Water Resources, Inc. 
Phoenix, Arizona 

We have audited the accompanying consolidated financial statements of Global Water Resources, Inc. and its 
subsidiaries (the “Company”), which comprise the consolidated balance sheets as of December 3 1, 20 12 and 
20 1 1, and the related consolidated statements of operations, shareholders’ equity, and cash flows for the years 
then ended, and the related notes to the consolidated financial statements. 

Management‘s Responsibility for the Consolidated Financial Statements 

Management is responsible for the preparation and fair presentation of these consolidated financial statements 
in accordance with accounting principles generally accepted in the United States of America; this includes the 
design, implementation, and maintenance of internal control relevant to the preparation and fair presentation of 
consolidated financial statements that are free from material misstatement, whether due to fraud or error. 

Auditors’ Responsibility 

Our responsibility is to express an opinion on these consolidated financial statements based on our audits. We 
conducted our audits in accordance with auditing standards generally accepted in the United States of America. 
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the 
consolidated financial statements are free from material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the 
consolidated financial statements. The procedures selected depend on the auditors’ judgment, including the 
assessment of the risks of material misstatement of the consolidated financial statements, whether due to fraud 
or error. In making those risk assessments, the auditor considers internal control relevant to the Company’s 
preparation and fair presentation of the consolidated financial statements in order to design audit procedures 
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness 
of the Company’s internal control. Accordingly, we express no such opinion. An audit also includes evaluating 
the appropriateness of accounting policies used and the reasonableness of significant accounting estimates 
made by management, as well as evaluating the overall presentation of the consolidated financial statements. 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our 
audit opinion. 

Member of 
Deloine Touche Tohmatru Limited 

http://www.de1oitte.com


Opinion 

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, 
the financial position of Global Water Resources, Inc. and its subsidiaries as of December 3 1,2012 and 201 1, 
and the results of their operations and their cash flows for the years then ended in accordance with accounting 
principles generally accepted in the United States of America. 

March 28,2013 
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GLOBAL WATER RESOURCES, INC. 
CONSOLIDATED BALANCE SHEETS 

As of December 31,2012 and 2011 

ASSETS 
PROPERTY, PLANT AND EQUIPMENT: 

Property, plant and equipment.. ........................................................................................... 
Less accumulated depreciation ............................................................................ 

Net property, plant and equipment ........................................................................................... 

CURRENT ASSETS: 
............ .............................................. 
............ .............................................. 

Other receivables .......... ........................................... .............................................. 
..................................................................... 
..................................................................... 

Deferred tax asset - current ......................................................................................................... 
Total current assets .. ......... ............ .............................................. 

OTHER ASSETS: 
Goodwill ........................ ........... .............................................. 
Intangible assets - net ... ........... .............................................. 
Regulatory assets .......... ................................................................................................ 

Bond service fund and other restricted cash ................................................................................ 
Debt issuance costs - net ...................................................................................... 
Deferred tax assets ................................................................................................ 

Deposits ......................... ..................................................................... 

Total other assets .................. ........................................................................................... 
TOTAL ............................................................................................................................................... 

LIABILITIES AYD EQUITY (DEFICIT) 
CURRENT LIABILITIES: 

........................................................................................... 
................................................................................................................. 

Deferred revenue - current portion. 
Acquisition liability - current portio 
Customer and meter deposits ........... 
Long-term debt - current portion ...... ............................................... 

Total current liabilities .............................................................................................................. 

NONCURRENT LIABILITIES: 
.................................................................. 
truction ..................................................... 

Contributions in aid of construction - net ..................................... 
Deferred income tax liability .................................. 
Acquisition liability ................................................. 
Other noncurrent liabilities ............................................................ 

Total noncurrent liabilities ........................................................ 

............................................... 

Total liabilities .......................................................................................................................... 

Commitments and contingencies (see Note 12) 

EQUITY (DEFICIT): 
Common stock, $0.01 par value, 1,000,000 shares authorized, 182,050 shares issued and 

............................................... 
Accumulated deficit ...................................................................................................................... 

............................................... 

............................................... 

December 31,2012 December 31,2011 
(in thousands of US$, except share data) 

$ 32 1,697 
(6 1,461) 
260,236 

3,816 
1,926 

215 
1,599 
1,194 

8,750 

13,082 
1,545 

715 
43 

3,643 
11,383 

30,411 
299,397 

5 3,676 
4,263 
1,000 

2,565 
3,203 

14,707 

132,770 
100,192 
71,879 

589 

1,136 
31 1,254 
325,961 

4,688 

2 
55,286 

(26,564) 
299,397 

(81,852) 

$ 3 I 7,804 

265,948 
(5 1,856) 

2,233 
2,779 

444 
1,254 

425 
2,003 
9,138 

13,082 
1,545 

486 
63 

9,287 
3,005 

28,068 
55,536 

330,622 

$ 3,637 

2 
5,919 
2,371 
5,757 

21,570 

3,884 

115,476 
105,331 
64,775 

10,395 
713 

296,690 
3 I 8,260 

7 - 
55,73 1 

(43,371) 
12,362 

$ 330,622 

See accompanying notes to the consolidated financial statements 
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GLOBAL WATER RESOURCES, INC. 
CONSOLIDATED STATEMENTS OF OPERATIONS 

For the Years Ended December 31,2012 and 2011 

2012 2011 
(in thousands of US$) 

REVENUES: 
Water services ............................................................................................................................... 
Wastewater and recycled water services .......... ................................................ 
Unregulated revenues ............ ............................................... 

Total revenues ............................................... ............................................... 

$ 17,417 
13,244 
2.877 

33.538 

OPERATING EXPENSES: 
Operations and maintenance .................................................................................... 
General and administrative ... ........................................................................... 
Depreciation .................................................................................. ................... 

Total operating expenses.. ........................................................................... 
OPERATING INCOME ........................................................................... 

1 1,994 
9,657 

10,899 
32,550 

988 

OTHER INCOME (EXPENSE): 
Interest income .............................................................................. .................... 
Interest expense. ....................................................................................................... 
Other ....................................... ............................................................... 

Total other income (expense) .................................................................................................. 

LOSS BEFORE INCOME TAXES ..................... 
INCOME TAX (EXPENSE) BENEFIT .......................................... 
NET LOSS ............................................................................ 

................................................ 
............. 

...... .......... 

$ 17,130 
11,412 
7,863 

36,405 

12,157 
10,192 
10,487 
32.836 
3.569 

$ (38,481) 

See accompanying notes to the consolidated financial statements. 
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GLOBAL WATER RESOURCES, INC. 
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY (DEFICIT) 

For the Years Ended December 31,2012 and 2011 

Paid-in Accumulated 

(in thousands of US$) 

Common 
Stock Capital Deficit 

BALANCE - December 31, 2010 ............................................................ $ 2 $ 51,679 $ (40,063) 

Stock-based compensation .................................................................... 41 

Receipt of proceeds from stock issuance (5,696 shares issued) ......... 4,011 

Net loss ................................................................................................... (3,308) 

BALANCE - December 31, 201 I $ 2 $ 55,731 $ (43,371) ............................................................ 
Stock-based compensation .................................................................... 118 

(563) Deemed distribution to related party .................................................... 
Net loss ................................................................................................... (38,48 1) 

BALANCE - December 31, 2012 ............................................................ $ 2 $ 55,286 $ (81,852) 

Total Equity 
(Deficit) 

$ 11,618 

41 

4,Ol I 

(3.308) 

$ 12,362 

118 

(563) 
(38,48 1) 

$ (26,564) 

See accompanying notes to the consolidated financial statements. 
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GLOBAL WATER RESOURCES, INC. 
CONSOLIDATED STATEMENTS OF CASH FLOWS 

For the Years Ended December 31,2012 and 2011 

CASH FLOWS FROM OPERATING ACTIVITIES: 
................................................................................... 

Deferred compensation ........................ 

t issuance costs and discounts ............ 

Gain on settlement of acquisition liability .............. 

Provision for doubtful accounts receivable ................................................................................... 
Deferred income tax expense (benefit) .................... 
Changes in assets and liabilities - ex 

Accounts receivable .................................................................................................... 
Other current assets ....................... 
Accounts payable and other curre 
Other noncurrent assets .................................................................................................. 
Other noncurrent liabilities ............ 

...................... 

Net cash provided by operating activities ............................................................. 

CASH FLOWS FROM INVESTING ACTIVITIES: 
Capital expenditures ...................................................... ....................... 

Deposits (withdrawals) of restricted cash ........................................................................... 
Deposits received ............................................................................. ..................................... 

Proceeds t o m  disposal of fixed and intangible assets ...................................................................... 

Net cash used in investing activities .................................................................................... 

2012 2011 
(in thousands of US$) 

$ (38,481) 

357 
10,899 

353 
618 

19 

(463) 
160 

30,667 

5.068 3.999 

(7,358) 

CASH FLOWS FROM FINANCING ACTIVITIES: 
Proceeds from bonds ........................... .................................................................................. 
Repayments of bonds .......................................................................................................................... 
Loan borrowings ............................................................ ............................................................ 
Loan repayments ............ ................................................................................. 
Principal payments under capital lease .............................................................................................. 

Related-party loan repayments ................................................................................................... 
Debt issuance costs paid ......................... 

Advances in aid of construction .......... 

Net cash provided by (used in) financing activities ............................................................ 

14,000 
(2,090) 
l8,OOO 

(1 5,526) 
(52) 

(3,923) 
3,923 
8,910 

(8,910) 
(1,465) 

(11,163) 

760 
2,421 
(551) 

4.334 

INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS ................................................ 
CASH AND CASH EQUIVALENTS - Beginning of year .................................................................. 

CASH AND CASH EQUIVALENTS - End of year ............................................................................ 

1,583 

2.233 

$ 3,816 

(1,260) 
16,510 

(2 1,903) 

$ 2,233 

See accompanying notes to the consolidated financial statements. 
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GLOBAL WATER RESOURCES, INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

1. DESCRIPTION OF BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

Business - Global Water Resources, Inc. and its subsidiaries (collectively, the “Company”, “GWRI”, “we”, 
“us”, or “our”) operates in the Western United States as a water resource management company that owns, 
operates and manages water, wastewater and recycled water utilities in strategically located communities, 
principally in metropolitan Phoenix, Arizona. The Company’s model focuses on the broad issues of water supply 
and scarcity and applies principles of water conservation through water reclamation and reuse. The Company’s 
basic premise is that the world’s water supply is limited and yet can be stretched significantly through effective 
planning, the use of recycled water and by providing individuals and communities resources that promote wise 
water usage practices. The Company deploys its integrated approach, Total Water Management ( “ T W ’ ) ,  a term 
which it uses to mean managing the entire water cycle, both to conserve water and to maximize its total economic 
and social value. The Company uses TWM to promote sustainable communities in areas where it expects growth to 
outpace the existing potable water supply. In addition to our regulated utility business, we also have an unregulated 
business, FATHOMTM, which leverages our investment in integrated, cost-saving technology platforms to provide 
third party services to municipalities and private utilities. 

History - Global Water Resources, LLC (“GWR”) was organized in 2003 to acquire, own, and manage a 
portfolio of water and wastewater utilities in the Southwestern United States. Global Water Management, LLC 
(“GWM”) was formed as an affiliated company to provide business development, management, construction 
project management, operations, and administrative services to GWR and all of its regulated subsidiaries. Our 
regulated utilities are regulated by the Arizona Corporation Commission (the “Commission” or “ACC”). 

On February 4, 2004, GWR purchased its first two utilities, Santa Cruz Water Company, LLC (“Santa Cruz”) and 
Palo Verde Utilities Company, LLC (“Palo Verde”). Santa Cruz and Palo Verde provide water and wastewater 
operations, respectively, to residential and commercial customers in the vicinity of the City of Mancopa in Pinal 
County, Arizona and are regulated by the ACC. Effective March 3 1, 2005, GWR purchased the assets of Sonoran 
Utility Services, LLC (“Sonoran”), an unregulated utility. The Sonoran assets were used to provide water and 
wastewater operations to residential and commercial customers in a water improvement district and a wastewater 
improvement district adjacent to the service area of Santa Cruz and Palo Verde. The Sonoran assets were 
contributed to Santa Cruz and Palo Verde upon acquisition. 

In March 2005, Global Water, Inc. (,‘GWI”), an Arizona corporation, was established as a subsidiary of GWR to 
acquire, own, and manage a portfolio of water and wastewater utilities. In 2006, Santa Cruz and Palo Verde were 
reorganized as C corporations and became subsidiaries of GWI. 

On July 11, 2006, GWI acquired 100% of the outstanding common shares of West Maricopa Combine (“WMC”), 
the parent company of Valencia Water Company (“Valencia Water”) in the Town of Buckeye, Willow Valley 
Water Company (“Willow Valley”) near Bullhead City, Water Utility of Greater Buckeye (‘‘Greater Buckeye”) 
near the town of Buckeye, Water Utility of Greater Tonopah (“Greater Tonopah”) west of the Hassayampa River, 
and Water Utility of Northern Scottsdale (“Northern Scottsdale”) in northeast Scottsdale, all within the state of 
Arizona. 

On December 30, 2006, GWI purchased the net assets of CP Water Company (“CP Water”), an Arizona 
corporation providing water services near the cities of Mancopa and Casa Grande, Arizona. Also, on December 
30, 2006, GWI purchased the net assets of Francisco Grande Utility Company (“Francisco Grande”), an Arizona 
corporation owning the right to provide water and wastewater services near the cities of Maricopa and Casa 
Grande, Arizona. We applied to have Francisco Grande’s Certificate of Convenience and Necessity (“CC&N’) 
transferred to Santa Cruz and Palo Verde in 2007. The stock purchase agreement (asamended) included a 
contingency that the agreement would be terminated if the ACC approval for the transfer of Francisco Grande’s 
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GLOBAL WATER RESOURCES, INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) 

CC&N to us was not received within 36 months after the transfer application was filed at the ACC. During the 36 
month period and thereafter, the ACC did not rule on the transfer application. GWRI asserted that since the transfer 
application was filed on August 20, 2007, the stock purchase agreement terminated on August 20, 2010. The seller 
initiated an arbitration proceeding to determine if the stock purchase agreement was cancelled. At December 31, 
2010, the shares of Francisco Grande were held in escrow pending settlement of the arbitration relating to the 
ownership of Francisco Grande and ACC approval for the transfer of Francisco Grande’s CC&N to GWRI. 

In February 201 1, the arbitration tribunal decided in favor of the Company; as a result, the escrowed finds were 
released and the stock of Francisco Grande returned to the seller. The Company’s portion of the escrowed funds, 
amounting to a $3.2 million letter of credit, was cancelled on March 4, 201 1. In addition, as a prevailing party, we 
were entitled to and received reimbursement of approximately $197,000 of costs incurred in connection with the 
arbitration proceedings. As the decision provided additional evidence about conditions that existed as of December 
31, 2010, the divestiture of Francisco Grande is reflected in our financial statements as of December 31, 2010. 

Francisco Grande had no customers or revenue, although it held some CC&N rights. 

GWI formed Global Water-Picacho Cove Water Company and Global Water-Picacho Cove Utilities Company 
(collectively, “Picacho”) in October 2006, to provide integrated water, wastewater and recycled water service to 
an area in the vicinity of Eloy, Arizona along Interstate 10 about midway between Tucson and Phoenix. On April 8, 
2008, the Commission approved the application for the creation of a CC&N for Picacho to include an area of 
approximately 1,480 acres with 4,900 homes planned for the initial phase. On July 28, 2009, the Commission 
approved an expansion application for an additional 2,300 acres planned primarily for a rail served industrial park. 

On May 7, 2008, GWI acquired the net assets of Balterra Sewer Corp. (“Balterra”), an Arizona corporation owning 
the right to provide wastewater services within western Maricopa County of Arizona. The purchase price consisted 
of $1,259,000 plus reimbursement of certain costs, for which a purchase liability was recorded. Further 
consideration was contingently payable in the form of hture growth premiums payable on a per connection basis 
within the Balterra 208 planning area for 10 years from the closing. At December 31, 2010, the balance of the 
purchase liability due under the agreement totaled $215,000. On March 4, 201 1, we settled the purchase liability 
with the seller, including the contingent future growth premiums for $135,000, resulting in a gain of $80,000 that 
was recognized in our statement of operations for the year ended December 31, 201 1. The Company also exercised 
its option to acquire the land assets for $315,000 in order to construct planned infrastructure for future water and 
wastewater customers. 

Reorganization - In early 2010, the members of GWR and GWM made the decision to raise money through the 
capital markets. The members established a new entity, GWR Global Water Resources Corp. (“GWRC”), which 
was incorporated under the Biisiness Corporations Act (British Columbia) to acquire shares of the Company. On 
December 30, 2010, GWRC completed its initial public offering in Canada (the “Offering”) on the Toronto Stock 
Exchange, raising gross proceeds totaling C$65,659,583 (including gross proceeds received January 28, 201 1 of 
C$4,272,083 pursuant to the underwriters’ exercise of their over-allotment option). 

In connection with the Offering, GWR and GWM (collectively, “GWRI’s predecessor entities”) were reorganized 
to form GWRI (the “Reorganization”). Accordingly, all references herein to GWRI with respect to periods prior to 
December 30,2010 should be understood as meaning GWRT’s predecessor entities. 

In April 201 1, GWM, GWRI’s subsidiary which owns and operates the Company’s FATHOM Utility-to-Utility 
(“U?UM”) Solutions (“FATHOW“”) business, was reorganized from a limited liability company into Global 
Water Management, Inc. The reorganization was made to facilitate the growth of FATHOMT“ by allowing the 
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GLOBAL WATER RESOURCES, INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) 

entity that owns FATHOMT” to hold contractors’ licenses in certain states that do not allow limited liability 
companies to be contractors. The reorganization of GWM had no impact on the consolidated financial statements. 

Basis of Presentation and Principles of Combination - The consolidated financial statements include the 
accounts of GWRI and all of its subsidiaries. All intercompany account balances and transactions between GWRI 
and its subsidiaries have been eliminated. 

GWRC is not part of the consolidated Company. GWRC has no employees and GWRI provides for the ongoing 
management and general administration of substantially all of GWRC’s business affairs pursuant to a management 
agreement between GWRC and GWRI to provide such services. 

We prepare our financial statements in accordance with accounting principles generally accepted in the United 
States of America (“U.S. GAAP”). The preparation of the financial statements in conformity with U.S. GAAP 
requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities 
and disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of 
income and expenses during the reporting period. Actual results could differ fiom those estimates. The U.S. dollar 
is our reporting currency and the Company’s functional currency. Certain previously reported amounts have been 
reclassified to conform to the current presentation. 

Correction to Consolidated Statements of Cash Flows - Subsequent to the issuance of the 201 1 consolidated 
financial statements, we determined that acquisition of utilities - de€erred acquisition payments of $4,381,000 
previously reported in 201 1 as cash used in investing activities within the consolidated statement of cash flows 
should have been reflected as a financing activity. As a result, this amount has been corrected in the accompanying 
statement of cash flows for the year ended December 31,201 1. This correction decreased net cash used in investing 
activities as previously reported from $11,739,000 to $7,358,000 for the year ended December 31, 2011, and 
increased net cash used in financing activities from $190,000 as previously reported to $4,571,000 as corrected. 
This correction has no impact on total cash flows or net cash provided by operating activities. 

Corporate Transactions - WMC acquisition- On July 11, 2006, we acquired 100% of the outstanding 
common shares of West Maricopa Combine (“WMC”), the parent company of several of our regulated utilities 
within the state of Arizona. Under the terms of the related Stock Purchase Agreement, as amended, the purchase 
price would be paid by the Company over time. In March 2012, we made the final payment for this acquisition in 
the amount of approximately $1 1.9 million. 

Significant Accounting Policies - Significant accounting policies are as follows: 

Regulation - Our regulated utilities are subject to regulation by the ACC and are therefore subject to Accounting 
Standards Codification Topic 980, Regulated Operations (“ASC Topic 980”). 

In accordance with ASC Topic 980, rates charged to utility customers are intended to recover the costs of the 
provision of service plus a reasonable return in the same period. Initial rates are set by the ACC at the time the 
CC&N is established for an area. The initial rates are determined based on an application submitted by us that 
includes anticipated customer counts and required infiastructure with rates set to achieve a rate of return on equity 
invested in the utility. Changes in rates, if any, are made through fiu-ther formal rate applications. 

On September 15, 2010, the ACC issued Rate Decision No. 71878 for the February 2009 filed rate cases for Santa 
Cruz, Palo Verde, Valencia, Greater Buckeye, Greater Tonopah, and Willow Valley (the “2010 Regulatory Rate 
Decision”). The Commission established new rates for the utilities effective August 1, 2010, including a phase-in 
of rates for Palo Verde between August 1, 2010 through January 1, 2012. The rate changes increased rates for 
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GLOBAL WATER RESOURCES, INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) 

water, wastewater and recycled water services for all but one of the utilities, Greater Tonopah, for which rates were 
reduced. 

On July 11, 2012, we filed rate applications with the ACC for seven of our utilities. All of the applications have 
met the ACC’s sufficiency requirements and are currently progressing through the ACC’s evaluation process. This 
evaluation process could take up to one year from the time the applications were deemed sufficient in November 
2012. The rate applications request an adjustment to the revenue requirements for all seven utilities representing a 
collective rate increase of approximately 28%. 

Under ASC Topic 980, rate regulated entities defer costs and credits on the balance sheet as regulatory assets and 
liabilities when it is probable that these costs and credits will be recognized in the rate making process in a period 
different from the period in which they would have been reflected in income by an unregulated company. As of 
December 31, 2012 and 201 1, certain costs associated with our rate cases have been deferred on our balance sheet 
as regulatory assets as approved by the ACC. 

Property, plant and equipment - Property, plant and equipment is stated at cost less accumulated depreciation 
provided on a straight-line basis (see Note 3). 

Depreciation rates for asset classes of utility property, plant and equipment are established by the Commission. The 
cost of additions, including betterments and replacements of units of utility fixed assets are charged to utility 
property, plant and equipment. When units of utility property are replaced, renewed or retired, their cost plus 
removal or disposal costs, less salvage proceeds, is charged to accumulated depreciation. 

For non-utility property, plant and equipment, depreciation is calculated by the straight-line method over the 
estimated useful lives of depreciable assets. Cost and accumulated depreciation for non-utility property, plant and 
equipment retired or disposed of are removed from the accounts and any resulting gain or loss is included in 
earnings. 

In addition to material costs, direct labor and personnel costs, and indirect construction overhead costs may be 
capitalized. Interest incurred during the construction period is also capitalized as a component of the cost of the 
constructed assets, which represents the cost of debt associated with construction activity. Expenditures for 
maintenance and repairs are charged to expense. 

Revenue Recognition - Water Sewices - Water services revenues are recorded when service is rendered or water 
is delivered to customers. However, in addition to the monthly basic service charge, the determination and billing 
of water sales to individual customers is based on the reading of their meters, which occurs on a systematic basis 
throughout the month. At the end of each reporting period, amounts of water delivered to customers since the date 
of the last meter reading are estimated and the corresponding accrued, but unbilled revenue is recorded. 

Water connection fees are the fees associated with the application process to set up a customer to receive utility 
service on an existing water meter. These fees are approved by the ACC through the regulatory process and are set 
based on the costs incurred to establish services including the application process, billing setup, initial meter 
reading and service transfer. Because the amounts charged for water connection fees are set by our regulator and 
not negotiated in conjunction with the pricing of ongoing water service, the connection fees represent the 
culmination of a separate earnings process and are recognized when the service is provided. 

Meter installation fees are the fees charged to the developer or builder associated with the installation of a new 
water meter. Fees charged for meters installed within a service area regulated by the ACC are refundable pursuant 
to a utility line extension agreement and properly recorded as a liability. For a portion of our service area, meter 
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GLOBAL WATER RESOURCES, INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) 

installation fees are not refundable. Because these fees are negotiated with the developer or builder independent of 
service that will be provided to the end-user and represent the culmination of a separate earnings process, they are 
recognized when the service is rendered. Accordingly, revenue for water meter sales is recognized at the time the 
water meters are installed. 

Revenue Recognition - Wastewater and Recycled Water Services - Wastewater service revenues are generally 
recognized when service is rendered. Wastewater services are billed at a fixed monthly amount per connection, and 
recycled water services are billed monthly based on volumetric fees. 

Revenue Recognition - Unregulated Revenues - Unregulated Revenues represent those revenues that are not 
subject to the ratemaking process of the ACC. 

Fees pertaining to our FATHOMT“ business primarily consist of recumng fees charged to customers on a monthly 
basis that have been negotiated as either a set fee per mailing (billing) to the utility customers of our FATHOMT“ 
customer, or a set fee per month based on the number of meters covered under the respective FATHOMTM 
arrangement. The services we provide for the recumng fees primarily consist of ongoing customer service, billing, 
collection, meter reading, data analysis, access to the FATHOMT” systems, and maintenance, although not all 
FATHOMTM customers have requested the same services. The recurring fees are generally recognized as revenue 
on a monthly basis provided an arrangement exists, pricing is fixed or determinable, the service to the customer has 
been provided and collectability is reasonably assured. 

Fees associated with the installation of automated meter infrastructure for FATHOMT“ customers are generally 
recognized on a percentage of completion basis once total project costs can be estimated, an arrangement exists, 
pricing is fixed or determinable, and collectability is reasonably assured. Fees associated with the implementation 
of customer information system (CIS) and asset management solutions for FATHOMTM customers are generally 
recognized as revenue upon completion of the applicable implementation work to the extent that such services have 
stand-alone value to the customer. Otherwise, CIS and asset management solution implementation fees are deferred 
and recognized as revenue over the contractual life of the arrangement. 

We evaluate FATHOMT” agreements to determine if such agreements constitute multiple-element arrangements 
that include multiple revenue generating activities. Accounting for arrangements that contain more than a single 
deliverable generally requires a separation-and-allocation model to determine the units of accounting. For 
arrangements that involve multiple elements (e.g., equipment installation and recurring customer service), the 
entire fee from the arrangement must be allocated to each of the elements based on the individual element’s 
estimated selling price. Each arrangement requires careful analysis to ensure that all of the individual elements in 
the arrangement have been identified, along with the estimated selling price of each element and value to the 
customer on a stand-alone basis. The determination of estimated selling price is based on a hierarchy, starting with 
vendor specific objective evidence (“VSOE”) of the estimated selling price (the price of that element when sold 
separately), third-party evidence (“TPE”), and, finally management’s best estimate of estimated selling price, if 
VSOE and TPE are not available. 

Once the proper amount of revenue for each element is determined, we make an assessment of the appropriate 
model under which the revenue will be recognized. In making this determination, we consider the nature of 
services (Le., consideration of whether the services are essential to the functionality of the product), availability of 
services from other vendors, timing of payments and impact of milestones or acceptance criteria, if any, on the 
collectability of the arrangement fees. 

In addition to revenues from FATHOMT” agreements, the Company’s Unregulated business generates gains by 
selling the contractual rights to receive future refbnds associated with line extension agreements of GWRI’s 
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GLOBAL WATER RESOURCES, INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) 

regulated utilities. As discussed in ‘Advances and Contribiitions in Aid of Construction’ below, our regulated 
utilities have various agreements with real estate developers and builders (the “Developers”), whereby funds, water 
line extensions, or wastewater line extensions are provided to us by the Developers and are considered refundable 
advances for construction. We continually look for opportunities where Developers are willing to sell their rights 
to receive refunds under such agreements for a discounted lump-sum payment. Once the Company acquires the 
refund rights from the Developer, we are then able to transfer such rights to third parties interested in a long-term 
stream of refund payments. Typically, we purchased these contractual rights from the respective Developer 
immediately before we completed the sales of those rights. The difference between the proceeds we receive and 
the amounts we paid to the developer is recognized as a gain and presented as a component of unregulated revenue 
when all of the following criteria exist: an arrangement exists, pricing is fixed or determinable, the transfer of the 
rights from the Developer to the Company and fiom the Company to the buyer has occurred, and collectability is 
reasonably assured. These gains have been included within operating income as we view the activity as a new line 
of business and the Company has the ability and intent to pursue opportunities of similar transactions in the future. 

Allowance for Doubtjiil Accozints - Provisions are made for doubtful accounts due to the inherent uncertainty 
around the collectability of accounts receivable. The allowance for doubtful accounts is recorded as bad debt 
expense, and is classified as general and administrative expense. The allowance for doubtful accounts is determined 
considering the age of the receivable balance, type of customer (e.g., residential, commercial), payment history as 
well as specific identification of any known or expected collectability issues (see Note 4). 

Infrastructure coordination andJinancing fees - Infrastructure coordination and financing agreements (“ICFAs”) 
are agreements with developers and homebuilders where GWRI provides services to plan, coordinate and finance 
the water and wastewater infrastructure that would otherwise be required to be performed or subcontracted by the 
developer or homebuilder. 

Under the ICFAs, GWRI has a contractual obligation to provide physical capacity for water and wastewater to the 
landowner/developer. This obligation persists regardless of connection growth. Fees for these services are typically 
a negotiated amount per equivalent dwelling unit for the specified development or portion of land. Payments are 
generally due in installments, with a portion due upon signing of the agreement, a portion due upon completion of 
certain milestones, and the final payment due upon final plat approval or sale of the subdivision. The payments are 
non-refundable. The agreements are generally recorded as a lien against the land and must be assumed in the event 
of a sale or transfer. The regional planning and coordination of the infrastructure in the various service areas has 
been an important part of GWRI’s business model. 

Prior to January 1, 2010, GWRI accounted for fbnds received under ICFAs as revenue over the period that 
obligations specified in the ICFA were met. As these arrangements are with developers and not with the end water 
or wastewater customer, the timing of revenue recognition coincided with the completion of GWRI’s performance 
obligations under the agreement with the developer and GWRI’s ability to provide fitted capacity for water and 
wastewater service. 

As discussed above, during 2010 the ACC issued its rate decision for several of the Company’s utilities. The 2010 
Regulatory Rate Decision established new rates for the recovery of reasonable costs incurred by the utilities. In 
determining the new annual revenue requirement, the ACC removed from allowable costs amounts related to ICFA 
funds collected by the Company that the ACC deemed to be Contributions in Aid of Construction (“CIAC”) for 
rate making purposes. In addition, there was an imputed reduction in rate base for the amount deemed as CIAC. As 
a result of the decision by the ACC, GWRI has changed its accounting policy for the accounting of ICFA funds. 
Effective January 1, 2010, GWRI records ICFA fees received as CIAC. The ICFA-related CJAC will be amortized 
as a reduction of depreciation expense over the estimated depreciable life of the utility plant at the related utilities. 
Refer to Note 12 for additional discussion regarding ICFAs. 
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Cash and Cash Equivalents - Cash and cash equivalents include all highly liquid investments in debt instruments 
with an original maturity of three months or less. 

Restricted Cash - Restricted cash represents cash deposited as a debt service reserve for certain loans and bonds. 
The deposits must stay in place until the respective debts have been fully repaid. 

Income Taxes - The Company utilizes the asset and liability method of accounting for income taxes. Under the 
asset and liability method, deferred tax assets and liabilities are recognized for the hture tax consequences 
attributable to differences between the financial statement carrying amounts of existing assets and liabilities and 
their respective tax bases. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply 
to taxable income in the years in which those temporary differences are expected to be recovered or settled. 
Deferred tax assets are reduced by a valuation allowance when, in the opinion of management, it is more likely 
than not that some portion or all of the deferred tax assets will not be realized. The Company's valuation 
allowance totaled $33.7 million and $0 as of December 31,2012 and 201 1, respectively (see Note 8). 

We evaluate uncertain tax positions using a two-step approach. Recognition (step one) occurs when we conclude 
that a tax position, based solely on its technical merits, is more-likely-than-not to be sustained upon examination. 
Measurement (step two) determines the amount of benefit that more-likely-than-not will be realized upon 
settlement. Derecognition of a tax position that was previously recognized would occur when we subsequently 
determine that a tax position no longer meets the more-likely-than-not threshold of being sustained. The use of a 
valuation allowance as a substitute for derecognition of tax positions is prohibited, and to the extent that uncertain 
tax positions exist, we provide expanded disclosures. 

Goodwill - Goodwill represents the excess of acquisition cost over the fair value of net tangible and identifiable 
intangible assets acquired in business combinations. Goodwill is tested for impairment at least annually on 
October 1 and more fiequently if circumstances indicate that it may be impaired. Goodwill impairment testing is 
performed at the reporting unit level. The goodwill impairment model is a two-step process. First, it requires a 
comparison of the book value of net assets to the fair value of the related operations that have goodwill assigned to 
them. We use the terminal valuation method in estimating fair value which assumes a business will be sold at the 
end of the projection period at a specific terminal value. Earnings and discounted cash flows were developed from 
our internal forecasts. Additionally, management must make an estimate of a weighted-average cost of capital to be 
used as a company-specific discount rate, which takes into account certain risk and size premiums, risk-fiee yields, 
and the capital structure of the industry. We have also considered other qualitative and quantitative factors 
including the regulatory environment that can si,gificantly impact future earnings and cash flows and the effects of 
the volatile current economic environment. Changes in these projections or estimates could result in a reporting 
unit either passing or failing the first step in the goodwill impairment model. 

If the fair value of a reporting unit is determined to be less than book value, a second step is performed to 
determine if goodwill is impaired, and if so, the amount of such impairment. In this process, an implied fair value 
for goodwill is estimated by allocating the fair value of the reporting unit to the applicable reporting unit's assets 
and liabilities resulting in any excess fair value representing the implied fair value of goodwill. The amount by 
which carrying value exceeds the implied fair value represents the amount of goodwill impairment (see Note 5). 

Intangible Assets - Intangible assets not subject to amortization consist of certain permits expected to be 
renewable indefinitely, water rights and certain service areas acquired in transactions which did not meet the 
definition of business combinations for accounting purposes, and are considered to have indefinite lives. Intangible 
assets with indefinite lives are not amortized but are tested for impairment annually, or more often if certain 
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circumstances indicate a possible impairment may exist. Amortized intangible assets consist primarily of acquired 
ICFA contract rights. 

Effective January 1, 2010 and in connection with the 2010 Regulatory Rate Decision whereby ICFA funds received 
are accounted for as CIAC, the Company established a regulatory liability of $12.1 million against the Company’s 
intangible assets balance. The regulatory liability effectively offsets the value of the intangible assets that were 
recorded for the expected receipt of ICFA fees in the future (see Note 5) .  

Debt Issuance Costs - In connection with the issuance of some of our long-term debt, we have incurred legal and 
other costs that we believe are directly attributable to realizing the proceeds of the debt issued. These costs are 
capitalized in other assets and amortized as interest expense using the effective interest method over the term of the 
respective debt. Amortization of debt issuance costs and discounts totaled $353,000 and $243,000 for the years 
ended December 31,2012 and 2011, respectively. 

Impairment of Long-Lived Assets - Management evaluates the carrying value of long-lived assets for impairment 
whenever events or changes in circumstances indicate that the carrying value of such assets may not be 
recoverable. If an indicator of possible impairment exists, an undiscounted cash flow analysis would be prepared to 
determine whether there is an actual impairment. Measurement of the impairment loss is based on the fair value of 
the asset. Generally, fair value will be determined using appraisals or valuation techniques such as the present value 
of expected future cash flows. 

Advances and Contributions in Aid of Constnrction - The Company has various agreements with Developers and 
builders, whereby funds, water line extensions, or wastewater line extensions are provided to us by the Developers 
and are considered refundable advances for construction. These advances in aid of construction (“AIAC”) are non- 
interest-bearing and are subject to refund to the Developers through annual payments that are computed as a 
percentage of the total annual gross revenue earned from customers connected to utility services constructed under 
the agreement over a specified period. Upon the expiration of the agreements’ refunding period, the remaining 
balance of the advance becomes nonrefundable and at that time is considered contributions in aid of construction 
(“CIAC”). CIAC are amortized as a reduction of depreciation expense over the estimated remaining life of the 
related utility plant. For rate-making purposes, utility plant hnded by advances and contributions in aid of 
construction are excluded from rate base. 

As indicated above, pursuant to the 2010 Regulatory Rate Decision, the Company also accounts for funds received 
under ICFA agreements as CIAC. The balance of ICFA-related CIAC, net of accumulated amortization, totaled 
$64.8 million and $62.8 million as of December 31, 2012 and 201 1, respectively. 

Fair Value of Financial Instruments - The carrying values of cash equivalents, trade receivables, and accounts 
payable approximate fair value due to the short-term maturities of these instruments. See Note 7 for information as 
to the fair value of our long-term debt. Our refundable advances in aid of construction have a carrying value of 
$100.2 million and $105.3 million at December 31, 2012 and 2011, respectively. Portions of these non-interest- 
bearing instruments are payable annually through 2032 and amounts not paid by the contract expiration dates 
become nonrefundable. Their relative fair values cannot be accurately estimated because hture refund payments 
depend on several variables, including new customer connections, customer consumption levels, and future rate 
increases. However, the fair value of these amounts would be less than their carrying value due to the non-interest- 
bearing feature. 

Asset Retirement Obligations - Liabilities for asset retirement obligations are typically recorded at fair value in 
the period in which they are incurred. When the liability is initially recorded, the entity capitalizes a cost by 
increasing the carrying amount of the related long-lived asset. Over time, the liability is accreted to its present 
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value each period, and the capitalized cost is depreciated over the useful life of the related asset. Upon settlement of 
the liability, an entity either settles the obligation for its recorded amount or incurs a gain or loss upon settlement. 
Our legal obligations for retirement reflect principally the retirement of wastewater treatment facilities, which are 
required to be closed in accordance with the Clean Closure Requirements of the Arizona Department of 
Environmental Quality (ADEQ). The Clean Closure Requirements of ADEQ for wastewater facilities are driven by 
a need to protect the environment from inadvertent contamination associated with the decommissioning of these 
systems. As such, our regulated subsidiaries incur asset retirement obligations. We have provided $229,000 of 
certificates of deposit or letters of credit to benefit ADEQ for such anticipated closure costs. Water systems, unlike 
wastewater systems, do not require Aquifer Protection Permits or the associated Clean Closure Requirement 
obligation. 

Amounts recorded for asset retirement obligations are subject to various assumptions and determinations, such as 
determining whether a legal obligation exists to remove assets; estimating the fair value of the costs of removal; 
estimating when final removal will occur; and determining the credit-adjusted, risk-free interest rates to be utilized 
on discounting future liabilities. Changes that may arise over time with regard to these assumptions will change 
amounts recorded in the future. Estimating the fair value of the costs of removal were determined based on third- 
party costs. 

2. NEW ACCOUNTING PRONOUNCEMENTS 

Recently Adopted Standards 

Testing IndeJinite-Lived Intangible Assets for Impairment - In July 2012, the Financial Accounting Standards Board 
(FASB) issued Accounting Standards Update (ASU) No. 2012-02, Intangibles-Goodw.11 and Other (Topic 350): 
Testing IndeJinite-Lived Intangible Assets f o r  Impairment (ASU 20 12-02). ASU 2012-02 simplifies the guidance 
for testing the decline in the realizable value (impairment) of indefinite-lived intangible assets other than goodwill 
by allowing an organization the option to first assess qualitative factors to determine whether it is necessary to 
perform the quantitative impairment test. An organization electing to perform a qualitative assessment is no longer 
required to calculate the fair value of an indefinite-lived intangible asset unless the organization determines, based 
on a qualitative assessment, that it is "more likely than not" that the asset is impaired. ASU 2012-02 is effective for 
annual and interim impairment tests performed for fiscal years beginning after September 15,2012. Early adoption 
is permitted. We do not expect the adoption of ASU 2012-02 will have a material impact on our consolidated 
financial statements. 

Testing Goodwdl for  Impairment - In September 201 1, the FASB issued ASU No. 201 1-08, Intangibles-Goodwill 
and Other (Topic 350)-Testing Goodw'll for Impaimzent (ASU 201 1-08), to allow entities to use a qualitative 
approach to test goodwill for impairment. ASU 2011-08 permits an entity to first perform a qualitative assessment 
to determine whether it is more likely than not that the fair value of a reporting unit is less than its carrying value. If 
it is concluded that this is the case, it is necessary to perform the currently prescribed two-step goodwill impairment 
test. Otherwise, the two-step goodwill impairment test is not required. We adopted ASU 2011-08 on January 1, 
2012, but did not use a qualitative approach to test goodwill for impairment. The standard did not have a 
significant impact on our consolidated financial statements. 

Presentation of Comprehensive Income - In June 2011, the FASB issued guidance on the presentation of 
comprehensive income. This guidance eliminates the option of presenting components of other comprehensive 
income as part of the statement of changes in stockholders' equity. The guidance gives entities the option to present 
the total of comprehensive income, the components of net income and the components of other comprehensive 
income in either a single continuous statement of comprehensive income or in two separate but consecutive 
statements. In December 2011, the FASB issued an amendment to indefinitely defer one of the requirements 
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contained in its June 201 1 final standard. That requirement called for reclassification adjustments from 
accumulated other comprehensive income to be measured and presented by income statement line item in net 
income and also in other comprehensive income. This guidance, including the related deferral, is effective for 
fiscal years and interim periods beginning after December 15, 201 1 and must be applied retrospectively. We 
adopted this guidance on January 1, 2012; however, this guidance will only impact our consolidated financial 
statements if we have components of comprehensive income besides net income in the future. Therefore, no 
statement of comprehensive income has been included. 

3. PROPERTY, PLANT AND EQUIPMENT 

Property, plant and equipment at December 31,2012 and 201 1 consist of the following (in thousands of US$): 

December 31, 
2012 

December 31, 
2011 

Average 
Depreciation 

Life (in years) 
PROPERTY, PLANT AND EQUIPMENT: 

Mainsllineslsewers ............................................. 
Plant .................................................................. 
Utility equipment ............................................... 
Meters.. .............................................................. 
Furniture, fixture and leasehold improvements .... 
Computer and office equipment .......................... 
Software.. ........................................................... 
Land and land rights ........................................... 
Other.. ................................................................ 
Construction work-in-process ............................. 

Total property, plant and equipment ................ 
Less accumulated depreciation. ....................... 

Net property, plant and equipment .......................... 

$ 135,631 
78,689 
41,582 

5,898 
1,176 
2,729 
6,395 

977 
139 

48,481 

$ 135,252 
78,421 
4 1,224 

5,786 
1,170 
2,773 
4,439 

933 
207 

47,599 

47 
25 
10 
12 
8 
5 
3 

321,697 
(61,461) 

317,804 
(5 1,856) 

$ 260,236 $ 265,948 

4. ACCOUNTS RECEIVABLE 

Accounts receivable at December 3 1, 2012 and 201 1 consist of the following (in thousands of US$): 

December 31,2012 December 31,2011 

....................................................................... Billed receivables $ 2,132 $ 2,985 
Less allowance for doubtful accounts 

Accounts receivable -net $ 1,926 $ 2,779 

.......................................... (206) (206) 
............................................................ 

5. GOODWILL AND INTANGIBLE ASSETS 

The carrying value of goodwill totaled $13,082,000 as of December 31, 2012 and 2011. The Company has 
completed its 2012 annual impairment assessment and determined that the goodwill balance was not impaired. 
Since inception, we have recorded $32,727,000 of goodwill impairment, all of which relates to Greater Tonopah. 
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Intangible assets at December 3 1, 2012 and 201 1 consist of the following (in thousands of US$): 

December 31,2012 December 31,201 1 

INDEFINITE LIVED INTANGIBLE 
ASSETS: 

CP Water CC&N service area ................. 
Intangible trademark ............................ 

AMORTIZED INTANGIBLE ASSETS: 

Acquired ICFAs ................................. 
Sonoran contract rights ......................... 
Regulatory liability ............................. 

Gross Accumulated Net 
Amount Amortization Amount 

$ 1,532 $ - $ 1,532 
13 13 

1,545 1,545 

17,978 (1 1,405) 6,573 
7,406 (2,003) 5,403 

( I 2,117) 141 (11,976) 

13,267 (13,267) - 

Gross Accumulated Net 
Amount Amortization Amount 

$ 1,532 $ - $ 1,532 
13 13 

1,545 1,545 

17,978 (1 1,405) 6,573 
7,406 (2,003) 5,403 

(12,117) 141 (11,976) 

13,267 (13,267) - 

Total intangibleassets .............................. $ 14,812 $ (13.267) $ 1,545 $ 14,812 $ (13,267) $ 1,545 -- -- 

Acquired ICFAs and Sonoran contract rights are amortized when cash is received in proportion to the amount of 
total cash expected to be received under the underlying agreements. Such amortization is offset by a corresponding 
reduction of the regulatory liability in the same amount. There was no amortization expense for the year ended 
December 3 I, 2012 and 20 11. Due to the uncertainty of the timing of when cash will be received under ICFA 
agreements, we cannot accurately estimate when the remaining intangible assets amortization will be recorded. 

6. TRANSACTIONS WITH RELATED PARTIES 

We provide medical benefits to our employees through our participation in a pooled plan sponsored by an affiliate 
of a shareholder and director of the Company. Medical claims paid to the plan were approximately $542,000 and 
$399,000 during 2012 and 201 1, respectively. We also obtain legal services from a law firm in which one of our 
shareholders and former director has an interest. Total legal fees paid to this law firm were $29,000 and $567,000 
for the years ended December 31,2012 and 2011, respectively. 

As discussed in Note 1, in July 2006, we acquired WMC and its related entities. Under the terms of the related 
Stock Purchase Agreement, as amended the purchase price would be paid by the Company over time, with the 
final acquisition payment totaling approximately $11.9 million due March 31, 2012. In March 2012, we issued a 
$9.4 million promissory note to Levine Investments Limited Partnership, which is owned and controlled by a 
shareholder and a director of the Company. Approximately $8.9 million of the proceeds was paid to the sellers of 
WMC. The remaining $0.5 million of the promissory note represented an incentive for entering into the 
arrangement. The promissory note was scheduled to be repaid over 24 consecutive months starting May 1, 2012 
including principal and interest. However, in June 2012, the promissory note was repaid in full with a portion of 
the proceeds from the June 2012 financing transactions discussed in Note 7. 

GWRC is economically dependent on the Company. Under the management agreement between GWRC and the 
Company, the Company provides management and general administration services to GWRC. Services provided 
by the Company are provided at no charge to GWRC, and are not monetarily significant. However, GWRC does 
incur certain costs not covered by the management agreement. These include GWRC’s accounting fees, listing 
fees and other costs directly associated with operating as a publicly traded company. However, whereas GWRC 
has no cash and does not expect to generate cash flows from operating activities, the operating costs incurred by 
GWRC are paid by the Company until such time that GWRC receives cash from dividends on its investment in the 
Company or through issuing additional equity or debt securities in the market. Through December 31, 2012, 
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amounts paid by the Company on GWRC’s behalf totaled $563,000. The Company previously reported the amount 
paid for GWRC as a receivable from the related party. However, since the Company is not able to objectively 
determine when the related party receivable will be settled, the receivable has been reclassified to equity 
(effectively presented as a distribution to GWRC) as of December 31,2012. 

7. DEBT 

The outstanding balances and maturity dates for short-term (including the current portion of long-term debt) and 
long-term debt as of December 31, 2012 and 201 1 are as follows (in thousands of US$): 

December 31,201 1 December 31,2012 
Short-term Long-term Short-term Long-term 

BONDS PAYABLE - 
5.450% Series 2006, maturing December 1, 2017 ................... 
5.600% Series 2006, maturing December 1, 2022 ................... 
5.750% Series 2006, maturing December 1, 2032.. ................. 
5.500% Series 2007, maturing December I ,  2013 ................... 
6.550% Series 2007, maturing December I, 2037 - net of 

unamortized discount of $400 and $421 at December 31, 
2012 and 201 1, respectively ............................................. 

6.375% Series 2008, maturing December 1, 2018 ................... 
7.500% Series 2008, maturing December 1, 2038 ................... 
Variable - 65% of LIBOR plus 2.92% Series 2012A, maturing 

December I ,  2021 ................................................................ 
Variable - LIBOR plus 3.00% Series 2012B, maturing 

December 1, 2021 ................................................................ 

$ 790 $ 4,670 
6,2 15 

23,370 
545 575 

$ 835 

575 

$ 3,835 
6,215 

23,370 

52,100 
995 

23,235 

52,078 
155 1,160 

23,235 
I65 

490 6,808 

410 
2,475 

5,692 
122,250 1,490 1 1 1,303 

LINE OF CREDIT - 
3.750% at December 31, 201 1 ............................................. 4,010 

TERM LOAN - 
LIBOR plus 3.25% Regions Term Loan, maturing December 

I ,  2021 ......................................................................... 600 10,300 

WIFA LOANS - 
6.125% WIFA 920010-98, maturing September 2018 ............. 
5.810% WIFA 920024-99, maturing June 2019 ...................... 
4.688% WIFA 920072-03, maturing November 2022 ............. 
4.375% WIFA 920071-03, maturing November 2022 ............. 
4.375% WIFA 920078-03, maturing December 2022 .............. 
6.750% WIFA 920102-06, maturing June 2026 ...................... 
6.650% WIFA 920103-06, maturing October 2026 ................. 
6.650% WIFA 920104-06, maturing November 2026 ............. 
4.200% WIFA 92A170-10, maturing September 2029 ............ 
4.2c@% WIFA 92A179-10, maturing November 2029 ............. 

14 
4 
3 
5 
5 

127 
5 

21 
58 
10 

252 

92 
29 
33 
59 
64 

1,879 
76 

356 
1,341 

232 
4,161 

OTHER LOANS - 
8.000% Garcia loan, maturing January 2015 .......................... 
Capital lease obligation ...................................................... 

Total debt ............................................................................ 

5 
123 

7 
213 

5 12 

$ 3,203 $ 132,770 $ 5,757 $ 11 5,476 
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Tax Exempt Bonds - We issued tax exempt bonds through The Industrial Development Authority of the County of 
Pima in the amount of $36,495,000 on December 28, 2006; $53,624,000, net of a discount of $511,000, on 
November 19, 2007; and $24,550,000 on October 1, 2008. The Series 2006, 2007 and 2008 Bonds have interest 
payable semiannually on the fxst of June and December. Recurring annual payments of principal are payable 
annually on the first of December for the Series 2006,2007 and 2008 Bonds. Proceeds from these bonds were used 
for qualifymg costs of constructing and equipping the water and wastewater treatment facilities of our subsidiaries, 
Palo Verde Utilities Company (Palo Verde) and Santa Cruz Water Company (Santa Cruz). The Company has not 
granted any deed of trust, mortgage, or other lien on property of Santa Cruz or Palo Verde. The Bonds are secured 
by a security agreement that gives the trustee rights to the net operating income generated by our Santa Cruz and 
Palo Verde utilities. 

WIFA Loans - We previously received various loans from the Water Infrastructure Finance Authority of Arizona 
(WIFA), an independent agency of the state of Arizona authorized to finance the construction, rehabilitation and/or 
improvement of drinking water, wastewater, wastewater reclamation, and other water quality facilities and projects. 
Generally, WIFA offers borrowers below market interest rates on loans for 100% of eligible project costs. The 
loans were secured by the underlying assets of the borrowing entities. The WIFA loans were repaid in full in 
August 2012 (see “2012 Financings” below). 

Revolving Line of Credit - On March 24, 201 1, we entered into a revolving line of credit arrangement, providing 
the Company a working capital borrowing facility of up to $5,000,000, with a $250,000 stand-by letter of credit 
sublimit. The line of credit contained an interest option of Prime plus 0.50% or LIBOR plus 3.00% and was 
collateralized by the stock of the Company’s subsidiaries and assets of GWM. Borrowings under the revolving line 
of credit totaled $4,010,000 as of December 31, 201 1, and were repaid in March 2012 at maturity. 

Term Loan - On March 22, 2012, we entered into a secured term credit facility with Regions Bank under which the 
Company borrowed $7,000,000. The secured term credit facility which was scheduled to mature in March 2013, 
contained an interest rate of LIBOR plus 2.50% and was collateralized by the stock and net operating income (as 
defined in the credit facility) of certain of our subsidiaries, and the assets of FATHOMT”. The secured term credit 
facility had financial covenants requiring (i) the Company maintain a minimum Debt Service Coverage Ratio, 
tested on a consolidated basis for each consecutive four fiscal quarter period, (Debt Service Coverage Ratio is 
defined as EBITDA divided by the annual consolidated debt service requirements during such four fiscal quarter 
period) of 1.1O:l .OO; (ii) the Company to have a minimum liquidity of $1,500,000 as of the last day of each fiscal 
quarter; and (iii) the Company maintain Fixed Charge Coverage ((EBITDA-Cash Taxes-Unfinanced Capex) / 
(Annual Consolidated Debt Service requirements + Distributions)) of 1 .OO: 1 .OO, tested on a consolidated basis for 
each consecutive four fiscal quarter period. 

On March 23, 2012, approximately $4.0 million of the proceeds from the secured term credit facility was used to 
extinguish our revolving line of credit balance. The remaining $3.0 million of proceeds was paid to the selling 
party to which we owed deferred acquisition payments related to our 2006 acquisition of WMC (see Note 1). This 
secured term credit facility was hl ly  repaid on June 29, 2012. 

2012 Financings - On June 29,2012, we secured $25,000,000 of financing consisting of $7,625,000 of tax-exempt 
revenue bonds (the “Series 2012A Bonds”) and $6,375,000 taxable revenue bonds (the “Series 2012B Bonds”) 
through The Industrial Development Authority of the County of Pima, and an $11,000,000 term loan through 
Regions Bank (the “2012 Term Loan”). With the proceeds from these financing we retired the $7.0 million term 
loan with Regions Bank and the balance of the $9.4 million promissory note with a related party (see Note 6). 
Additionally, approximately $4.0 million of the proceeds was deposited into an escrow account and was used to 
repay the WIFA loans in full in August 2012. 
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These loans have semiannual interest payments and annual principal payments, which commenced December 1, 
2012. The Series 2012A Bonds accrue interest at a rate of 65% of LIBOR plus 242 or 292 basis points (“bps”) 
depending on debt service coverage ratios, and the Series 2012B Bonds accrue interest at a rate of LIBOR plus 250 
or 300 bps. The 2012 Term Loan accrues interest at a rate of LIBOR plus 325 bps. At December 31, 2012, the 
effective interest rates on the Series 2012A Bonds, the Series 2012B Bonds and the 2012 Term Loan were 
approximately 3.25%, 3.35% and 3.76%, respectively. The Company evaluated its options regarding interest rate 
protection on the variable rate bond debt, and on September 14, 2012, entered into rate cap transaction agreements 
with the Regions Bank. These agreements qualify as derivative instruments and are recorded at fair value. In total, 
the instruments cost $72,000. As of December 31, 2012, the instruments were revalued to $123,000, with the 
mark-to-market adjustment recorded as a reduction to interest expense. 

These loans have financial covenants requiring, (a) the Company maintain a Fixed Charge Coverage Ratio 
((EBITDA-Cash Taxes-Unfinanced Capex) / (Annual Consolidated Debt Service requirements + Distributions)) of 
1 .OO: 1 .OO, tested on a consolidated basis for each consecutive four fiscal quarter period; (b) the Company maintain 
a minimum Debt Service Coverage Ratio of 1.10:1.00, tested on a consolidated basis for each consecutive four 
fiscal quarter period; (c) the Company have a minimum liquidity level of Cash and Cash Equivalents of 60 days; 
(d) the Company maintain a debt service reserve fund (i) in the amount of $626,000 for the 2012 Term Loan; and 
(ii) equal to the least of (1) 10% of the outstanding principal amount of the Series 2012A and Series 2012B Bonds, 
(2) 100% of maximum annual debt service on the Series 2012A and Series 2012B Bonds, and (3) 110% of the 
average annual debt service on the Series 2012A and Series 2012B Bonds. These covenants are required to be 
tested on a consolidated basis as of the last day of each fiscal quarter. 

For the Series 2006,2007,2008,2012A and 2012B Bonds, we are required to maintain a debt service reserve fund. 
The balance in the debt service reserve fund for the Series 2006, 2007 and 2008 Bonds totaled $8,776,000 at 
December 31, 2011. The Series 2012A and Series 2012B Bonds rank on parity with the earlier bond issues and 
therefore the combined debt service reserve fund was increased to $10,654,000 as of December 31, 2012. Since 
the initial bond issuance in 2006 and upon the trustee’s discretion, the Company has only been required to fund up 
to 90% of the required fund balance for compliance purposes. 

In the fourth quarter of 2012, we failed to meet our Fixed Charge Coverage Ratio requirement. The Company 
notified Regions Bank of the covenant violation that would have caused an event of default, and the Company and 
Regions Bank then entered into an amended 2012 Term Loan agreement (the “Amended 2012 Term Loan”) 
effective December 3 1, 2012. The Amended 2012 Term Loan contains certain terms, including, (i) the Company’s 
failure to maintain a Fixed Charge Coverage Ratio of at least 1.OO:l:OO from December 31, 2012 through April 1, 
2014 shall not constitute an event of default; (ii) beginning with the fiscal quarter ending December 31, 2012 
through April 1, 2014, the Company must maintain a minimum liquidity level of 20 days of cash on hand. 
Thereafter, the Company shall maintain a minimum liquidity level of 60 days of cash on hand; (iii) failure to 
maintain the minimum Consolidated Fixed Charge Coverage Ratio or days cash on hand requirements at the end of 
each Fiscal Quarter beginning on December 31, 2012 will result in an increase in interest rate by 57 basis points for 
each respective quarterly failure. Each such quarterly increase to the interest rate shall be cumulative; (iv) the 
Company shall make monthly deposits into a debt service fund in an amount equal to 1112th of the annual principal 
and 1/6th of the semi-annual interest coming due under the 2012 Financing arrangements for application by 
Regions Bank upon such annual principal and semi-annual interest becoming due. The Company grants and assigns 
to Regions Bank a fust-priority security interest in the debt service fund; and (v) an emergency capital expenditure 
reserve fund will be established and the proceeds expected to be received from Sierra Negra Ranch LLC pursuant 
to a certain arbitration award (see Note 12) will be deposited into the h n d  with Regions Bank having a first- 
priority security interest in the hnd. 
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The Amended 2012 Term Loan also specifies that the Fixed Charge Coverage Ratio and the minimum liquidity 
level be separately calculated for the Company exclusive of GWM, the entity that owns FATHOMT". Under this 
provision, the Amended 2012 Term Loan requires the Company maintain the Fixed Charge Coverage Ratio of no 
less than 1.OO:l:OO and maintain a minimum liquidity level of no less than 60 days of cash on hand. 

Capital Lease - On July 27, 2012, the Company entered into an agreement to lease computer storage equipment 
valued at $387,000. The 36-month lease agreement has been classified as a capital lease and obligates the 
Company to $426,000 of lease payments starting August 28, 2012. At December 31, 2012, the total liability 
balance relating to the capital lease obligation was $336,000, with $123,000 of the liability classified as current and 
the remaining $213,000 classified as non-current. At December 31, 2012, the total obligation for future minimum 
lease payments was $367,000 with $31,000 attributed to interest. 

At December 31, 2012, the remaining aggregate annual maturities of our debt and minimum lease payments under 
capital lease obligations for the years ended December 3 1 are as follows (in thousands of US$): 

Capital Lease 

2013 ..................................................................................................... 
2014 ..................................................................................................... 
2015 ..................................................................................................... 
2016 ..................................................................................................... 
2017 ..................................................................................................... 
Thereafter.. ........................................................................................... 

Subtotal ......................................................................................... 
Less: amount representing interest ......................................... 

Total ..................................................................................................... 

Debt 
$ 3,080 

4,086 
4,476 
4,835 
4,945 

114,615 
$ 136,037 

Obligations 
$ 142 

142 
83 

$ 367 
(3 1) 

$ 136,037 $ 336 

At December 31, 2012, the carrying value of the non-current portion of long-term debt was $133.2 million, with an 
estimated fair value of $143.9 million. The carrying value of the non-current portion of long-term debt was $1 15.5 
million on December 31, 2011, with an estimated fair value of $127.8 million. The fair value of our debt was 
estimated based on interest rates considered available for instruments of similar terms and remaining maturities. 

In addition to interest on our long-term debt, we recorded interest related to the accretion of the purchase liability 
associated with our WMC acquisition which was extinguished in March 2012 (see Note 1). Such interest expense 
totaled $187,000 and $801,000 during the years ended December 31,2012 and 201 1, respectively. 

8. INCOMETAXES 

Certain assets and liabilities are reported differently for income tax purposes than for financial statement purposes. 
The tax effect of these differences is recorded as deferred taxes. We calculate deferred taxes using the enacted tax 
rates expected to apply to taxable income in the years in which those temporary differences are expected to be 
recovered or settled. We have no significant unrecognized tax benefits. 

The Company accounts for income taxes by recognizing deferred tax assets and liabilities based upon temporary 
differences between the financial reporting and tax basis of its assets and liabilities. According to the guidelines 
prescribed in the FASB's Accounting Standards Codification (ASC) 740, Income Taxes, valuation allowances 
should be established to reduce deferred tax assets when it is more-likely-than-not that a portion or all of the 
deferred tax assets will not be realized. The Company routinely considers whether a valuation allowance should be 
recorded against its deferred tax assets. 
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The income tax expense (benefit) from continuing operations for the years ended December 31, 2012 and 201 1 is 
comprised of (in thousands of US$): 

2012 2011 

................................................ Current income tax expense (benefit) $ $ 
Deferred income tax expense (benefit) 30,667 (1,972) 

Income tax expense (benefit) $ 30,667 $ (1,972) 

.............................................. 
............................................................. 

The income tax expense (benefit) for the years ended December 31, 2012 and 2011 differs from the amount that 
would be computed using the federal statutory income tax rate due to the following (in thousands of US$): 

2012 2011 

Computed federal tax (benefit) expense at statutory rate .................... $ (2,657) $ (1,795) 

(364) (23 1) State income taxes - net of federal tax benefit 
Valuation allowance(" ...................................................................... 33,668 
Other - net 20 54 

Income tax expense (benefit) $ 30,667 $ (1,972) 

.................................... 

...................................................................................... 
............................................................ 

~ 

(1) The ASC prescribes the method to determine whether a deferred tax asset is realizable and significant weight is given to 
evidence that can be objectively verified. During 2012, as a result of the cumulative losses experienced over the prior three 
years, which under the accounting standard represents significant objective negative evidence and prohibits the Company 
from considering projected income, we concluded that a full valuation allowance be recorded against our net deferred tax 
assets. At December 31, 2012, the valuation allowance totaled approximately $33.7 million. To the extent that the 
Company generates taxable income in the future, the valuation allowance may be reduced to fully or partially offset the 
corresponding income tax expense. Any remaining deferred tax asset valuation allowance may ultimately reverse through 
income tax expense when the Company can demonstrate a sustainable return to profitability. 
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The following table summarizes the Company’s temporary differences between book and tax accounting that give 
rise to the deferred tax assets and deferred tax liabilities, including the valuation allowance, as of December 31, 
2012 and 201 1 (in thousands of US$): 

DEFERRED TAX ASSETS: 
Taxable meter deposits .................................................................. 
Net operating loss carry forwards .................................................. 
Balterra intangible asset acquisition ............................................... 
WMC acquisition liability ............................................................. 
Contributions in aid of construction ................................................ 
Intangible assets ................................................................... 
Other ............................................................................................ 

Total deferred tax assets 

DEFERRED TAX LIABILITIES: 
Property, plant and equipment ...................................................... 
Deferred gain on sale of assets - discontinued operations ............... 
CP Water intangible asset acquisition ............................................ 

Total deferred tax liabilities ...................................................... 
Valuation allowance ................................................................. 

Net deferred tax asset (liability) ......................................................... 

December 31.2012 

$ 668 
11,565 

349 

25,065 
2,282 

680 

December 31,2011 

$ 617 
10,483 

349 
132 

24,292 
2,661 

428 
40,609 38,962 

As of December 31, 2012, we have approximately $29.9 million in federal and state net operating loss (“NOL”) 
carry forwards available to offset future taxable income, with approximately $26.3 million expiring in 2028-2032 
for the federal return and $3.6 million expiring in 2013-2017 for the state return. 

After the recording of the valuation allowance discussed above, the remaining net deferred tax liability of $589,000 
at December 31, 2012 represents the book and tax temporary difference related to an indefinite-lived intangible 
asset recorded in connection with our acquisition of CP Water, which temporary difference will not reverse unless 
the Company divests itself of that entity. 

9. SHAREHOLDERS’ EQUITY 

As discussed in Note 1, during 2010, GWRT was reorganized and the Company coordinated the formation and 
initial public offering of GWRC. In connection with the Offering, GWRC acquired 81,850 shares of the 
Company’s common stock for an approximately 46.1% interest in the Company. 

On January 28, 201 1, the underwriters of the Offering exercised their over-allotment option and GWRC used the 
$4,011,000 of net proceeds of the over-allotment to purchase an additional 5,696 shares of the Company’s common 
stock, increasing GWRC’s interest in the Company to approximately 48.1%. 

10. DEFERRED COMPENSATION AWARDS 

Stock-based compensation - Stock-based compensation related to option awards is measured based on the fair 
value of the award. The fair value of stock option awards is determined using a Black-Scholes option-pricing 
model. We recognize compensation expense associated with the options over the vesting period. 

- 2 1  - 



GLOBAL WATER RESOURCES, INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) 

At December 3 1,2012 and 201 1, there were options to acquire 431 shares of common stock of GWRI outstanding. 
The options were all vested and exercisable at December 31,2012. The stock options have a remaining contractual 
life of approximately 5.50 years and have an exercise price of $870.66 per share. 

G m C  stock option grant - In January 2012, GWRC’s Board of Directors granted options to acquire 385,697 
GWRC common shares to nine employees of GWRI in lieu of paying cash bonuses for 201 1. The options vest in 
equal installments over the eight quarters of 2012 and 2013, with exercise prices of C$7.50 and C$4.00 per share 
and expire four years after the date of issuance. We account for the GWRC option grant in accordance with ASC 
323, Investment-Equity Method & Joint Ventures. At December 3 1, 2012, the estimated fair value of the unvested 
options was $33,000. The Company remeasures the fair value of the award at the end of each period until the 
options are fully vested. 

Stock-based compensation expense recorded during the years ended December 31,2012 and 201 1 totaled $1 18,000 
and $41,000, respectively. 

Phantom stock compensation - On December 30,2010, we adopted a phantom stock unit plan (the “PSU Plan”) 
authorizing the directors of the Company to issue phantom stock units (“PSUs”) to our employees. The value of 
the PSUs issued under the plan track the performance of GWRC’s shares and give rise to a right of the holder to 
receive a cash payment the value of which, on a particular date, will be the market value of the equivalent number 
of shares of GWRC at that date. The issuance of PSUs as a core component of employee compensation is intended 
to strengthen the alignment of interests between the employees of the Company and the shareholders of GWRC by 
linking their holdings and a portion of their compensation to the fkture value of the common shares of GWRC. 

In connection with the Reorganization, 350,000 PSUs were issued to members of management on December 30, 
2010, with an initial value of approximately $2.6 million. PSUs are accounted for as liability compensatory awards 
under ASC 710, Compensation - General, rather than as equity awards. The PSU awards are remeasured each 
period based on the present value of the benefits expected to be provided to the employee upon vesting. The 
present value of the benefits is recorded as expense in the Company’s financial statements over the related vesting 
period. The December 30, 2010 PSUs vest at the end of four years from the date of their issuance. Accordingly, 
the value of the PSU will be paid to the holder on the fourth anniversary of the award grant date. There is no 
exercise price attached to PSU awards. 

In January 2012, 135,079 additional PSUs were issued to nine members of management as a reward for 
performance in 2011. The PSUs issued to management vest ratably over 12 consecutive quarters beginning 
January 1, 2012 and are accounted for as liability compensatory awards similar to the PSUs issued in December 
2010. These PSUs will be remeasured each period and a liability will be recorded equal to GWRC’s closing share 
price on the period end date multiplied by the number of units vested. 

The Company recorded approximately $235,000 and $418,000 of compensation expense for the years ended 
December 31, 2012 and 2011. Based on GWRC’s closing share price on December 31, 2012, deferred 
compensation expense related to PSUs outstanding as of December 31, 2012 to be recognized in future periods is 
estimated for the years ending December 3 1 as follows (in thousands of US$): 

.......................................................................................................................................... 2013 124 
2014 149 
Total .......................................................................................................................................... $ 273 

.......................................................................................................................................... 

In January 2013, 52,674 PSUs were issued to nine members of management as a reward for performance in 2012. 
The PSUs issued to management vest ratably over 12 consecutive quarters beginning January 1, 2013 and are 
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accounted for as liability compensatory awards similar to the PSUs issued in December 2010 and January 2012. 
These PSUs will be remeasured each period and a liability will be recorded equal to GWRC’s closing share price 
on the period end date multiplied by the number of units vested. 

Phantom stock appreciation rights compensation - In January 2012, in an effort to reward employees for their 
performance in 201 1 as well as to recognize performance since 2007, the last year the Company paid bonuses, we 
adopted a phantom stock appreciation rights plan (the “PSAR Plan”) authorizing the directors of the Company to 
issue phantom stock appreciation rights (“PSARs”) to our employees. The value of the PSARs issued under the 
plan track the performance of GWRC’s shares. Each holder of the January 2012 award has the right to receive a 
cash payment amounting to the difference between C$4.00 per share (the “exercise price”) and the closing price of 
GWRC’s common shares on the exercise date, provided that the closing price is in excess of C$4.00 per share. In 
total, 152,091 PSARs were issued to employees below the senior management level, and 122,097 remained 
outstanding as of December 31, 2012. The PSARs vested in equal installments over the four quarters of 2012 and 
will expire four years after the date of issuance. Holders of PSARs may exercise their awards once they have 
vested. Individuals who voluntarily or involuntarily leave the Company forfeit their rights under the awards. 

PSARs are accounted for as liability compensatory awards under ASC 710, Compensation - General, rather than 
as equity awards. The PSAR awards.wil1 be remeasured each period based on GWRC’s share price relative to the 
C$4.00 per share exercise price. To the extent that GWRC’s share price exceeds (34.00 per share, a liability will 
be recorded in the Company’s financial statements representing the present value of the benefits expected to be 
provided to the employee upon exercise. 

11. SUPPLEMENTAL CASH FLOW INFORMATION 

The following is supplemental cash flow information for the years ended December 31, 2012 and 2011 (in 
thousands of US$): 

2012 2011 

Cash paid for interest ........................................................................................ $ 8,360 $ 7,960 
Capital expenditures included in accounts payable and accrued liabilities .......... 503 1,236 

12. COMMITMENTS AND CONTINGENCIES 

Commitments - We lease certain office space in Arizona under operating leases with terms that expires in 
February 2016. Rent expense arising from the operating leases totaled approximately $567,000 and $483,000 for 
the years ended December 31, 2012 and 2011, respectively. We also lease the land on which one of our owned 
regional offices is located on a year-to-year basis. Rent expense associated with this land lease totaled 
approximately $7,800 and $7,600 for the years ended December 31,2012 and 201 1. 
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The office lease agreements have escalating payment schedules. At December 31, 2012, future minimum rental 
payments for our corporate office leases for the years ending December 31 are as follows (in thousands of US$): 

............................................................................................................................................. 2013 $ 588 
2014 ............................................................................................................................................. 606 
2015 ............................................................................................................................................. 584 
2016 ............................................................................................................................................. 98 
Total ............................................................................................................................................. $ 1,876 

See also our commitment to provide services to GWRC in Note 6. 

Contingencies - Infrastriictiire Coordination and Financing Agreements (ICFAs) - ICFAs are voluntary, 
alternative financing mechanisms the Company periodically employs, which allow developers and homebuilders to 
defer financial participation in the up-front investment in infrastructure and relegates their involvement to certain 
future payment obligations. The Company generally takes a security interest in the developer’s real property when 
the ICFAs are recorded against the land. Under the ICFA, payment is made upon the occurrence of certain 
regulatory or development milestones, or at the conclusion of the entitlement process. The largest of these fees are 
collectable from the developers typically as their land is sold to homebuilders, which is typically concurrent with 
the receipt of final plat approval and the time the land is converted from agriculture to residential use. The ICFA 
allows us, through our regulated subsidiaries, to plan and construct regional infrastructure for water, wastewater, 
and recycled water that ensures the maximum conservation and reuse. Further, the ICFA offers the opportunity for 
us to capture the maximum economies of scale through regional infrastructure planning and construction with a 
wide range of timing needs among various land developers. As discussed in Note 1, ICFA h d s  received are 
accounted for as contributions in aid of construction as a result of the 2010 Regulatory Rate Decision. 

During the year ended December 30,201 1, the ACC approved the performance of an audit of the Company’s ICFA 
funds and policies. The Company views the ACC’s approval to conduct the audit as a favorable sign that the ACC 
is willing to consider ICFA fees as a reasonable source of financing for specified purposes, and to not automatically 
consider ICFA funds received as a reduction to the Company’s rate base used in ratemaking. The audit, which was 
performed by an independent third party auditor, focused on determining the amounts of acquisition premiums paid 
for the Company’s past acquisitions, as well as the sources and uses of ICFA funds. Although the Company cannot 
predict with certainty, we believe there to be a reasonable probability that the ACC will allow ICFA funds be used, 
at a minimum, for acquisitions; and that the Company’s rate base will not be adversely impacted by funds received 
under ICFA agreements provided those funds were used for acquisitions. To this end, the Company is continuing 
to work with the ACC staff. 

Contingencies - Legal Matters - On December 28, 2005, Santa Cruz and Palo Verde filed Certificate of 
Convenience and Necessity (“CC&N”) applications based on requests for service for land within Maricopa and 
Casa Grande planning areas. On March 29, 2006, Arizona Water Company (“Arizona Water”) filed an application 
for virtually the same areas and filed a complaint against the Company. Arizona Water’s allegations in the 
complaint included, among other things, that: (1) the Company is illegally and improperly acting as a public service 
company; and (2) that the ICFAs and public-private-partnerships (“P3s”) are in violation of ACC practice and 
policy and Arizona law. Monetary damages were not been specified and are typically not awarded by the ACC. 

GWRI and Arizona Water subsequently entered into a settlement agreement to apportion territory between the two 
parties, which was docketed with the ACC on May16, 2008. The ACC conducted a hearing regarding the 
settlement agreement in June 2009, and briefs were submitted in August 2009. The staff Recommended Opinion 
and Order for this case was issued by the ACC on December 22,2010. 
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On May 1, 2012, the ACC issued its decision on this matter. While the ACC did not specifically adopt or approve 
the settlement agreement, the decision noted that Arizona Water and GWRI were free to implement the terms of the 
settlement agreement among themselves. The ACC approved the extension of the CC&Ns for Santa Cruz and Palo 
Verde to properties that had previously submitted requests for service. Some additional properties that had not 
submitted request for service were added to the CC&Ns to create logical boundaries. The decision will be effective 
when Santa Cruz and Palo Verde file legal descriptions of the approved CC&N expansion for staff approval. 

On May 31, 2012, Arizona Water and the Company filed a joint motion to dismiss Arizona Water’s complaint 
without prejudice. On June 7, 2012, staff of the ACC filed a response stating that it does not oppose the motion to 
dismiss, and on July 19, 2012, the ACC approved the motion to dismiss. 

The Company considers the Arizona Water matter to be resolved. 

Global Water Resources, Inc v. Sierra Negra Ranch, LLC and New World Properties, Inc (American Arbitration 
Association Case No. 76 198 Y 0010411 & 76 198 Y 0010511 respectively): GWRI filed a claim against Sierra 
Negra Ranch, LLC ((‘SNR”) and New World Properties, Inc (“NWF”’) for breach of the Infrastructure Coordination 
and Financing Agreements (“Agreements”) for their respective developments. As the Agreements require binding 
arbitration for any dispute arising out of or relating in any way to the Agreements, we initiated a Demand for 
Arbitration and Statement of Claim against S N R  and NWP (collectively the “Respondents”) in May 2011 in 
response to the non-payment of certain fees due from Respondents to GWRI for major permitting milestones 
achieved. SNR and NWP did not dispute that we achieved the permit milestones that trigger payment. The monies 
we contended GWRI was owed pursuant to the Agreements from the Respondents was in excess of $3,700,000 in 
principal (not including interest and recovery of litigation costs which we pursued during arbitration). Including 
interest and litigation costs, GWRI sought in excess of $6 million. In response, SNR and NWP filed counterclaims 
for amongst other things, breach of contract and recession. The arbitration hearing concluded on March 2, 2012 
and the interim award was received on March 28, 2012 indicating GWRI as the prevailing party in the arbitration. 
The final award was received April 20, 2012. According to the award, the arbitration panel found in the 
Company’s favor on almost all claims, and ruled that the Company is entitled to approximately $4.2 million of 
ICFA fees, 15% per annum interest totaling $2.1 million and recovery of 1/3 of the legal costs incurred in 
connection with the litigation. In August 2012, we received the monies due from NWP totaling $2,044,000, 
consisting of $1,219,000 of past due ICFA fees, $719,000 of interest and $106,000 of reimbursed litigation costs. 
With respect to the $719,000 of interest received from NWP, the Company has recorded the amount within other 
income (expense) in our statements of operations for the year ended December 31, 2012. The Company 
acknowledges that uncertainly exists as to whether the ACC would require an alternative accounting treatment. 
While it is reasonably possible that the ACC will seek to give the amount of interest to rate payers, such as in the 
form of reduced rates, we do not believe such a decision from the ACC is probable. Regarding the amount due 
&om SNR, we note that the developer tiled for bankruptcy in August 2012, which has resulted in a delay in 
receiving the award payment. Nevertheless, we are actively pursuing all available means to collect the award from 
SNR, including potentially selling the judgment. 

We are involved in other proceedings arising in the ordinary course of business. Management believes the ultimate 
resolution of such matters will not materially affect our financial position, results of operations, or cash flows. 

13. LIQUIDITY AND CAPITAL RESOURCES 

The Company’s capital resources are provided by internally generated cash flows from operations as well as debt 
and equity financing. Additionally, GWRI’s regulated utility subsidiaries receive advances and contributions from 
customers, home builders and real estate developers to partially fund construction necessary to extend service to 
new areas. GWRI uses its capital resources to (i) fund operating costs, (ii) find capital requirements, including 
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construction expenditures, (iii) make debt and interest payments, and (iv) invest in new and existing 
ventures. GWRI’s utility subsidiaries operate in rate-regulated environments in which the amount of new 
investment recovery may be limited, and where such recovery takes place over an extended period of time, as 
recovery through rate increases is subject to regulatory lag. As a result of these factors, GWRI’s working capital, 
defined as current assets less current liabilities, as of December 31,2012, is in a net deficit position. 

As of December 31, 2012, GWRI had significant notable near-tern cash expenditure obligations. Most 
significantly, the Company has approximately $4.1 million of debt interest payments due June 2013 and 
approximately $7.1 million of debt interest and principal payments due December 2013. While specific facts and 
circumstances could change, we believe we will be able to generate sufficient cash flows to meet our required debt 
service and operating cash flow requirements as well as remain in compliance with our debt covenants for at least 
the next twelve months. However, we have had recurring net losses and if our hture operating performance is 
below our expectations, our liquidity and ability to operate our business could be adversely impacted. 

14. SUBSEQUENT EVENTS 

Subsequent events have been evaluated up to and including March 28, 2013, which is the date these financial 
statements were approved by GWRI’s board of directors. 

* * * * * *  
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AMENDMENT TO CONTINUING COVENANT AGREEMENT 

(SERIES 2012A TAX-EXEMPT BONDS - RCA) 

THIS AMEMDMENT TO CONTINUING COVENANT AGREEMENT (this 
rcAmendment”), dated as of March 27, 2013 (the “Dated Date”), but effective as herein indicated 
as of December 31, 2012 (the “Effective Date”), is between GLOBAL WATER 
RESOURCES, XNC. (((Borrowery’) and REGIONS CAPITAL ADVANTAGE, INC. 
CCRCn,.). 

RECITALS: 

A. Borrower and RCA entered into that certain Continuing Covenant Agreement 
dated as of June 28,2012 (the “Agreement”). 

B. Borrower and RCA now desire to amend the Agreement as herein set forth. 

C. All capitalized terms used in this Amendment, but not otherwise defined herein, 
shall have the meanings ascribed to such terms in the Agreement. 

NOW, THEREFORE, in consideration of the premises herein contained and other good 
and valuable consideration, the receipt and sufficiency of which are hereby acknowledged, the 
parties hereto agree as follows: 

ARTICLE I 

Amendments to Agreement 

1 .I Amendment to Section 4.8Ca). Effective as of the Effective Date, Section 4.8(a) 
of the Agreement shall read in its entirety as follows: 

(a) Consolidated Fixed Charge Coverage Ratio. 

(i) The Borrower shall not permit the Consolidated Fixed Charge 
Coverage Ratio as of the last day of any Fiscal Quarter, beginning with the Fiscal 
Quarter ending December 31, 2012, to be less than 1.OO:l.OO. In the event of a 
failure to meet the Consolidated Fixed Charge Coverage Ratio due solely to the 
amount of unfinanced capital expenditures, a secondary test will be appfied for 
covenant default measurement of the Consolidated Fixed Charge Coverage Ratio, 
calculated as (Consolidated EBITDA - Cash Taxes - unfinanced capital 
expenditures) / (annual consolidated debt service requirements + distributions) of 
1.10: 1 .OO tested on a consolidated basis for each consecutive quarter commencing 
the third quarter of 201 2. Notwithstanding the foregoing, the Borrower’s failure to 
maintain a Fixed Charge Coverage Ratio of at least 1.00:1.00 or l.lO:lO, 
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respectively, as set forth in this Section 4.8(a)(i), fi-om the Effective Date through 
April 1,2024, shall not constitute an Event of Default hereunder. 

(ii) The Borrower shall not permit the Consolidated Fixed Charge 
Coverage Ratio (but excluding Global Water Management, Inc. fiom the 
Consolidated Group for purposes of determining the Consolidated Fixed Charge 
Coverage Ratio) to be less than I .OO: 1 .OO from the Effective Date through April 1, 
2014 

I .2 Amendment to Section 4.81~). Effective as of the Effective Date, Section 4.8(c) 
of the Agreement shall read in its entirety as foffows: 

(c) Miiiiinum Liauiditv. 

(i) Beginning with the Fiscal Quarter ended December 31, 2012 through 
April 1, 2014, the Borrower shall maintain a minimum liquidity of 20 days Cash 
On Hand as of the last day of any Fiscal Quarter. After April 1, 2014, the 
Borrower shall maintain a minimum liquidity of 60 days Cash On Hand as of the 
last day of any Fiscal Quarter. 

(ii) The Borrower shall cause the Consolidated Group (but excluding 
Global Water Management, Inc. from the Consolidated Group for purposes of this 
clause (c)(ii)) to maintain a minimum liquidity of 60 days Cash On Hand as of the 
last day of any Fiscal Quarter fiom the Effective Date through April 1 , 20 14. 

As used in this Section 4.8(c), “Cash On Hand” shall mean Cash and Cash 
Equivalents required to fund recurring operating costs of the Consolidated Group 
(excluding Global Water Management, Inc.), as applicable, as reasonably forecasted by 
Borrower taking into account historic costs and seasonaf ity. 

1.3 Amendment to Section 4.9. Effective as of the Dated Date, Section 4.9 of the 
Agreement shall read in its entirety as follows: 

Section 4.9, Deposits to Bond Fund. The 3orrower covenants and agrees to 
make monthly deposits into the Bond Fund established pursuant to the Trust Indenture, 
dated as of December 1, 2006, by and between the Industrial Developinent Authority of 
the County of Pima (the “Issuer”) and U S .  Bank National Association, as trustee (the 
“Trustee”) as supplemented by the Fourth Supplemental Trust Indenture, dated as of 
June 15,2012, by and between the Issuer and the Trustee in an amount equal to 1/12th of 
the annual principal and I/6th of the semi-annual interest coming due on the Series 
2012A Tax-Exempt Bonds beginning April 1,2013. 

2 
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ARTICLE I1 

Conditions Precedent 

2.1 Conditions. The effectiveness of this Amendment is sub-ject to the satisfaction of 
the following conditions precedent: 

(a) 

(b) 

RCA shall have received this Amendment executed by the Borrower; 

The representations and warranties contained herein and in at1 other Credit 
Documents executed in connection with this Amendment, shall be true and correct as of 
the Effective Date and the date hereof as if made on such dates; 

(c) After taking into full consideration the terms and provisions of this 
Amendment and the Effective Date thereof, no default under the Credit Documents will 
be and will be deemed to have occurred and be continuing and no event or condition shall 
have occurred that with the giving of notice or lapse of time or both would be a default; 
and 

(d) All corporate proceedings taken in connection with the transactions 
contemplated by this Amendment and all documents, instruments, and other legal matters 
incident thereto shall be satisfactory to RCA and its legal counsel. 

ARTICLE Iri 

Ratifications, Reaffirmations, Representations and Warranties 

3.1 Ratifications. The terms and provisions set forth in this Amendment shall modify 
and supersede all inconsistent terms and provisions set forth in the Agreement and except as 
expressly modified and superseded by this Amendment, the terms and provisions of  the 
Agreement are ratified and confirmed and shali continue in full force and effect. Borrower and 
RCA agree that the Agreement as amended hereby shall continue to be legal, valid, binding and 
enforceable in accordance with their respective terms. 

3.2 Representations and Warranties. Borrower hereby represents and warrants to 
RCA that (i) the execution, delivery and performance of this Amendment and any and all other 
Credit Documents executed and/or delivered in connection herewith have been authorized by all 
requisite corporate action on the part of Borrower and will not violate the articles of 
incorporation or bylaws of Borrower, (ii) after taking into full consideration the terms and 
provisions of this Amendment and the Effective Date thereof, the representations and warranties 
contained in the Agreement and any other Credit Document executed in connection with the 
Agreement were true and correct as of the Effective Date and are true and correct on and as of 
the date hereof as though made on such dates, (iii) after taking into f i l l  consideration the terms 
and provisions of this Amendment and the Effective Date thereof, no default has occurred under 
the Credit Documents and is continuing and no event or condition has occurred that with the 
giving of notice or lapse of time or both would be a default, and (iv) effective as of the Effective 
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Date, and after giving effect to this Amendment, Borrower is in full compliance with ail 
covenants and agreements contained in the Agreement. 

3.3 Reaffirmation. The Borrower reaffirms its obligations under the Series 2012A 
Tax-Exempt Bonds and any interest rate swap agreement and related documents entered into 
with RCA in connection therewith. 

ARTICLE IV 

Miscellaneous 

4.1 Survival of Representations and Warranties. Alf representations and warranties 
made in this Amendment and any other document furnished in connection with this Amendment 
shall survive the execution and delivery of this Amendment and such other documents, and no 
investigation by RCA or any closing shall affect the representations and warranties or the right of 
RCA to rely upon them. 

4.2 Reference to Agreement. Each of the Credit Documents executed in connection 
with the Agreement and any and all other agreements, documents, or instruments now or 
hereafter executed and delivered pursuant to the terms hereof or pursuant to the terms of the 
Agreement are hereby amended so that any reference in such Credit Documents to the 
Agreement shall mean a reference to the Agreement as amended hereby. 

4.3 Severabilitv. Any provision of this Amendment held by a court of competent 
jurisdiction to be invalid or unenforceable shall not impair or invalidate the remainder of this 
Amendment and the effect thereof shall be confined to the provision so held to be invalid or 
unenforceable. 

4.4 APPLICABLE LAWS. TBIS AGREEMENT AND THE RIGHTS AND 
OBLIGATIONS OF THE PARTIES HEREUNDER SHALL BE GOVERNED BY, AND 
SHALL BE CONSTRUED AND ENFORCED IN ACCORDANCE WITH, THE LAWS 
OF THE STATE OP NEW YORK WITHOUT REGARD TO CONFLICT OF LAWS 
PRINCIPLES THERE0 F. 

4.5 Successors and Assigns. This Amendment is binding upon and shall inure to the 
benefit of Borrower and RCA and their respective successors and assigns. 

4.6 Counterparts. This Amendment may be executed in one or more counterparts, 
each of which when so executed shall be deemed to be an original, but all of which when taken 
together shall constitute one and the same instrument. 

4.7 Effect of Waiver. No consent or waiver, express or implied, by RCA to or for any 
breach of or deviation from any covenant, condition or duty by Borrower shall be deemed a 
consent or waiver to or of any other breach of the same or any other covenant, condition or duty. 
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4.8 Headings. The headings, captions, and arrangements used in this Amendment are 
for convenience only and shall not affect the interpretation of this Amendment. 

4.9 NO ORAL AGREEMENT. THIS AM33NLIMENT AND ALL OTHER 
INSTRUMENTS, DOCUMENTS AND AGRJ3EMENTS EXECUTED AND DELIVERED IN 
CONNECTION WITH THIS AMENDMENT EMBODY THE FINAL, ENTIRE 
AGREEMENT AMONG THE PARTIES HERETO AND SUPERSEDE ANY AND ALL 
PRIOR COMMITMENTS, AGREEMENTS, REPRESENTATIONS AND 
UNDERSTANDINGS, WIETHER WRITTEN OR ORAL, RELATING TO THIS 
AMENDMENT, AND MAY NOT BE CONTRADICTED OR VARIED BY EVIDENCE OF 
PRIOR, CONTEMPORANEOUS OR SUBSEQUENT ORAL AGREEMENTS OR 
DISCUSSIONS OF THE PARTIES HERETO. 

THEM ARE NO UNWRITTEN ORAL AGREEMENTS AMONG THE PARTIES HERETO. 

[Signatures begin on next page] 
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Executed as of the Effective Date. 

Borrower: 

GLOBAL WATER RESOURCES XINC. 

H I 

Name: Cindy M, Liles 
Title: Chief Financial Officer 

Signature page 



REGIONS CAPITAL ADVANTAGE, INC. 

Signature page 
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AMENDMENT TO CONTINUING COVENANT AGREEMENT 

(SERIES 2012B TAXABLE BONDS - REFC) 

THIS AMENDMENT TO CONTINUING COVENANT AGREEMENT (this 
“Amendment”), dated as of March 27, 2013 (the “Dated Date”), but effective wherein indicated 
as of December 31, 2012 (the “Effective Date”), is between GLOBAL WATER 
RESOURCES, INC. (“Borrower”) and REGIONS EQUIPMENT FINANCE 
CORPORATION (“REFC”). 

RECITALS: 

A. Borrower and REFC entered into that certain Continuing Covenant Agreement 
dated as of June 28,2012 (the “Agreement”). 

B, Borrower and REFC now desire to amend the Agreement as herein set forth. 

C .  All capitalized terms used in this Amendment, but not otherwise defined herein, 
shall have the meanings ascribed to such terms in the Agreement. 

NOW, THEREFORE, in consideration of the premises herein contained and other good 
and valuable consideration, the receipt and sufficiency of which are hereby acknowledged, the 
parties hereto agree as follows: 

ARTICLE I 

Amendments to Agreement 

1.1 Amendment to Section 4.8(a). Effective as of the Effective Date, Section 4.8(a) 
of the Agreement shall read in its entirety as follows: 

(a) Consolidated Fixed Charge Coverage Ratio. 

(i) The Borrower shall not permit the Consolidated Fixed Charge 
Coverage Ratio as of the last day of any FiscaI Quarter, beginning with the Fiscal 
Quarter ending December 31, 2012, to be less than 1.OO:l.OO. In the event of a 
failure to meet the Consolidated Fixed Charge Coverage Ratio due solely to the 
amount of unfinanced capital expenditures, a secondary test will be applied for 
covenant default measurement of Fixed Charge Coverage Ratio, calculated as 
(Consolidated EBITDA - Cash Taxes - unfinanced capital expenditures) / (annual 
consolidated debt service requirements -I- distributions) of 1. IO: 1 .OO tested on a 
consolidated basis for each consecutive quarter coininencing the third quarter of 
2012. Notwithstanding the foregoing, the Borrower’s failure to maintain a Fixed 
Charge Coverage Ratio of at least 1 .OO: 1 .OO or I .  IO: IO, respectively, as set forth 
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in this Section 4.8(a)(i), from the Effective Date through April 1, 2014, shall not 
constitute an Event of Default hereunder. 

(ii) The Borrower shall not permit the Consolidated Fixed Charge 
Coverage Ratio (but exciuding Global Water Management, Inc. from the 
Consolidated Group for purposes of determining the Consolidated Fixed Charge 
Coverage Ratio) to be less than 1 ,OO: 1 .OO fkom the Effective Date through April 1, 
2014, 

1.2 Amendment to Section 4.8(c). Effective as of the Effective Date, Section 4.8(c) 
of the Agreement shall read in its entirety as follows: 

(e) Minimum Liquidity. 

(i) Beginning with the Fiscal Quarter ended December 31, 2012 through 
April 1, 2014, the Borrower shall maintain a minimum liquidity of 20 days Cash 
On Hand as of the last day of any Fiscal Quarter. After April 1, 2014, the 
Borrower shall maintain a minimum liquidity of 60 days Cash On Hand as of the 
last day of any Fiscal Quarter. 

(ii) The Borrower shall cause the Consolidated Group (but excluding 
Global Water Management, Inc. from the Consolidated Group for purposes of this 
clause (e)@)) to maintain a minimum liquidity of 60 days Cash On Hand as of the 
last day of any Fiscal Quarter from the Effective Date through April 1,2014. 

As used in this Section 4.8(c), “Cash On Hand” shall mean Cash and Cash 
Equivalents required to fund recurring operating costs of the Consolidated Group 
(excluding Global Water Management, Inc.), as applicable, as reasonably forecasted by 
Borrower taking into account historic casts and seasonality. 

1.3 Amendment to Section 4.9. Effective as of the Dated Date, Section 4.9 of the 
Agreement shall read in its entirety as follows: 

Section4.9. Deposits to Bond Fund. The Borrower covenants and agrees to make 
monthly deposits into the Band Fund established pursuant to the Trust Indenture, dated as 
of December I, 2006, by and between the Industrial Development Authority of the 
County of Pima (the “Issuer”) and U.S. Bank NationaI Association, as trustee (the 
“Trustee”) as supplemented by the Fourth Supplemental Trust Indenture, dated as of 
June 15, 2012, by and between the Issuer and the Trustee in an amount equal to 1/12th of 
the annual principal and 1/6th of the semi-annual interest coming due on the Series 
2012B Taxable Bonds beginning April 1,2013. 
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ARTICLE I1 

Conditions Precedent 

2.1 Conditions. The effectiveness of this Amendment is subject to the satisfaction of 
the following conditions precedent: 

(a) 

(b) 

REFC shall have received this Amendment executed by the Borrower; 

The representations and warranties contained herein and in all other Credit 
Documents executed in connection with this Amendment, shall be true and correct as of 
the Effective Date and the date hereof as if made on such dates; 

After taking into f i l l  consideration the terms and provisions of this 
Amendment and the Effective Date thereof, no default under the Credit Documents will 
be and will be deemed to have occurred and be continuing and no event or condition shall 
have occurred that with the giving of notice or lapse of time or both would be a default; 
and 

(c) 

(d) All corporate proceedings taken in connection with the transactions 
contemplated by this Amendment and all documents, instruments, and other legal matters 
incident thereto shall be satisfactory to REFC and its legal counsel. 

ARTICLE IrI 

Ratifications, Reaffirmations. Representations and Warranties 

3.1 Ratifications. The terms and provisions set forth in this Amendment shall modi& 
and supersede all inconsistent terms and provisioiis set forth in the Agreement and except as 
expressly modified and superseded by this Amendment, the terms and provisions of the 
Agreement are ratified and confirmed and shall continue in full force and effect. Borrower and 
REFC agree that the Agreement as amended hereby shall continue to be legal, valid, binding and 
enforceable in accordance with their respective terms. 

3.2 Representations and Warranties. Borrower hereby represents and warrants to 
WFC that (i) the execution, delivery and performance oithis Amendment and any and all other 
Credit Documents executed and/or delivered in connection herewith have been authorized by all 
requisite corporate action on the part of Borrower and will not violate the articles of 
incorporation or bylaws of Borrower, (ii) after taking into full consideration the terms and 
provisions of this Amendment and the Effective Date thereof, the representations and warranties 
contained in the Agreement and any ather Credit Document executed in connection with the 
Agreement were true and correct as of the Effective Date and are true and correct on and as of 
the date hereof as though made on such dates, (iii) after taking into full consideration the terms 
and provisions of this Amendment and the Effective Date thereof, no default has occurred under 
the Credit Documents and is continuing and no event or condition has occurred that with the 
giving of notice or lapse of time or both would be a default, and (iv) effective as of the Effective 
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Date, and afer giving effect to this Amendment, Borrower is in full compliance with all 
covenants and agreements contained in the Agreement. 

3.3 Reaffirmation. The Borrower reaffirms its obligations under the Series 2012B 
Taxable Bonds and any interest rate swap agreement and related documents entered into with 
REFC in connection therewith. 

ARTICLE IV 

Miscellaneous 

4.1 Survival of Representations and Warranties. All representations and warranties 
made in this Amendment and any other document furnished in connection with this Amendment 
shall survive the execution and delivery of this Amendment and such other documents, and no 
investigation by REFC or any closing shall affect the representations and warranties or the right 
of REFC to rely upon them. 

Reference to Agreement. Each of the Credit Documents executed in connection 
with the Agreement and any and all other agreements, documents, or instruments now or 
hereafter executed and delivered pursuant to the terms hereof or pursuant to the terms of the 
Agreement are hereby amended so that any reference in such Credit Documents to the 
Agreement shall mean a reference to the Agreement as amended hereby. 

Severability. Any provision of this Amendment held by a court of competent 
jurisdiction to be invalid or unenforceable shall not impair or invalidate the remainder of this 
Amendment and the effect thereof shall be confined to the provision so held to be invalid or 
unenforceable. 

4.2 

4.3 

4.4 APPLICABLE LAWS. THIS AGREEMENT AND THE RIGHTS AND 
OBLIGATIONS OF THE PARTIES HEREUNDER SHALL BE GOVERNED BY, AND 
SHALL BE CONSTRUED AND ENFORCED IN ACCORDANCE WITH, THE LAWS 
OF THE STATE OF NEW YORK WITHOUT REGARD TO CONFLICT OF LAWS 
PRINCIPLES THEREOF. 

4.5 Successors and Assigns. This Amendment is binding upon and shall inure to the 
benefit of Borrower and REFC and their respective successors and assigns, 

4.6 Counterparts. This Amendment may be executed in one or more counterparts, 
each of which when so executed shall be deemed to be an original, but all of which when taken 
together shall constitute one and the same instrument. 

Effect of Waiver. No consent or waiver, express or implied, by REFC to or for 
any breach of or deviation from any covenant, condition or duty by Borrower shall be deemed a 
consent or waiver to or of any other breach of the same or any other covenant, condition or duty. 

4.7 
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4.8 Headings. The headings, captions, and arrangements used in this Amendment are 
for convenience only and shall not affect the interpretation of this Amendment. 

4.9 NO ORAL AGREEMENT. THIS AMENDMENT AND ALL OTHER 
INSTRUMENTS, DOCUMENTS AND AGREEMENTS EXECUTED AND DELIVERED IN 
CONNECTION WITH THIS AMENDMENT EMBODY THE FINAL, ENTIRE 
AGREEMENT AMONG THE PARTIES HERETO AND SUPERSEDE ANY AND ALL 
PRIOR COMMITMENTS, AGREEMENTS, REPRESENTATIONS AND 
UNDERSTANDINGS, WHETHER WRITTEN OR ORAL, RELATING TO THIS 
AMENDMENT, AND MAY NOT BE CONTRADICTED OR VARIED BY EVIDENCE OF 
PRIOR, CONTEMPORANEOUS OR SUBSEQUENT ORAL AGREEmNTS OR 
DISCUSSIONS OF THE PARTIES HERETO. 

THERE ARE NO UNWRITTEN ORAL AGREEMENTS AMONG THE PARTIES HERETO. 

[Signatures begin on next page] 
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Executed as of the Effective Date. 

Borrower: 

GLOBAL WATER RESOURCES INC. , 
( I  I : .  
i.,,?\j\.kJ p?... L,A\L,>,, 

By: 
Name: Cindy M. Liles 
Title: Chief Financial Officer 
Name: Cindy M. Liles 
Title: Chief Financial Officer 

Signature page 
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- REFC: 

REGIONS EQUiPMENT FINANCE 
CORPORATION 

By: 
Name: 
Title: 5 d  f 

Signature page 
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AMENDMENT TO CREDIT AGREEMENT 

THIS AMENDMENT TO CREDIT AGREEMENT (this “Amendment”), dated as of 
March 27, 2013 (the “Dated Date”), but effective as herein indicated of December 3 1, 2012 (the 
“Effective Date”), is between GLOBAL WATER RESOURCES, INC. (“Borrower”) and 
REGIONS EQUIPMENT FINANCE CORPORATION (“Bank”). 

RECITALS: 

A. Borrower and Bank entered into that certain Credit Agreement dated as of 
June 28,2012 (the “AnreementY’). 

B. Borrower and Bank now desire to amend the Agreement as herein set forth. 

C. All capitalized terms used in this Amendment, but not otherwise defined herein, 
shall have the meanings ascribed to such terms in the Agreement. 

NOW, THEREFORE, in consideration of the premises herein contained and other good 
and valuable consideration, the receipt and sufficiency of which are hereby acknowledged, the 
parties hereto agree as follows: 

ARTICLE I 

Amendments to Agreement 

1.1 Amendment to Section 2,8(a). Effective as of the Effective Date, Section 2.8(a) 
ofthe Agreement shall read in its entirety as follows: 

(a) Voluntary Prepayments. 

(i) Any time and from time to time, but solely in connection with the 
simultaneous prepayment of all outstanding principal and interest on the 
Series 2012A Tax-Exempt Bonds and the Series 20123 Taxable Bonds, 
the Loan may be repaid in whole or in part at the end of any Interest Rate 
Period or on any other Business Day (together with any amounts due 
pursuant to Section 2.10(c)) in full or, if in part, in an aggregate minimum 
amount of $500,000 and integral multiples of $100,000 in excess of that 
amount; 

(ii) All such prepayments shall be made: 

(A) upon written or telephonic notice on the date of prepayment in 
the case of the Loan to the extent it is a Base Rate Loan; 
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(B) upon not less than three (3) Business Days’ prior written or 
telephonic notice in the case of the Loan to the extent it is an 
Adjusted LIBOR Rate Loan; 

(C) from the Closing Date through June 28, 2015, include a 
prepayment penalty equal to 1.0% of the principal amount being 
prepaid, and thereafter at par plus accrued interest to the date of 
prepayment; provided that this clause (C) shall not apply if such 
prepayment occurs in connection with a refimding of either the 
Series 2012A Tax-Exempt Bonds or the Series 20123 Taxable 
Bonds as a result of a publically offered bond issue or issues or an 
Equity Transaction; 

in each case given to the Lender by 11 :00 a.m. on the date required and, if given 
by telephone, promptly confirmed in writing to the Lender. Upon the giving of 
any such notice, the principal amount of the Loan specified in such notice to be 
prepaid shall become due and payable on the prepayment date specified therein, 
Any such voluntary prepayment shall be applied as specified in Section 2.12(a). 

Amendment to Section 6,8taZ, Effective as of the Effective Date, Section 6.8(a) 1.2 
of the Agreement shall read in its entirety as follows: 

(a) Consolidated Fixed Charge Coverage Ratio. 

(i) The Borrower shall not permit the Consofidated Fixed Charge 
Coverage Ratio as of the last day of any Fiscal Quarter, beginning with the Fiscal 
Quarter ending December 31, 2012, to be less than 1.OO:l .OO, In the event of a 
failure to meet the Consolidated Fixed Charge Coverage Ratio due solely to the 
amount of unfinanced capital expenditures, a secondary test will be applied for 
covenant default measurement of the Consolidated Fixed Charge Coverage Ratio, 
calculated as (Consolidated EBITDA - Cash Taxes - unfinanced capital 
expenditures) / (annual consolidated debt service requirements -k distributions) of 
1.10: 1 .OO tested on a consolidated basis for each consecutive quarter commencing 
the third quarter of 2012. Notwithstanding the foregoing, the Borrower’s failure to 
maintain a Fixed Charge Coverage Ratio of at least 1,OO:X.OO or 1.10:10, 
respectively, as set forth in this Section 6.8(a)(i), from the Effective Date through 
April 1,2014, shall not constitute an Event of Default hereunder. 

(ii) The Borrower shall not permit the Consolidated Fixed Charge 
Coverage Ratio (but excluding Global Water Management, Inc. from the 
Consolidated Group for purposes of determining the Consolidated Fixed Charge 
Coverage Ratio) to be less than 1 .OO: 1 .OO from the Effective Date through April 1, 
2014. 

1.3 Amendment to Section 6.8tc). Effective as of the Effective Date, Section 6.8(c) 
of the Agreement shall read in its entirety as follows: 
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(c) Minimum Liauiditv. 

(i) Beginning with the Fiscal Quarter ended December 31, 2012 through 
April I ,  2014, the Borrower shall maintain a minimum liquidity of 20 days Cash 
On Hand as of the last day of any Fiscal Quarter. Thereafter, the Borrower shall 
maintain a minimum liquidity of 60 days Cash On Hand as of the last day of any 
Fiscal Quarter. 

(ii) The Borrower shall cause the Consolidated Group (but excluding 
Global Water Management, Inc. from the Consolidated Group for purposes of this 
clause (c)(ii)) to maintain a minimum liquidity of 60 days Cash On Hand as of the 
last day of any Fiscal Quarter from the Effective Date through April 1,2014. 

As used in this Section 6.8(c), “Cash On Hand” shall mean Cash and Cash 
Equivalents required to fund recurring operating costs of the Consolidated Group 
(excluding Global Water Management, Inc.), as applicable, as reasonably forecasted by 
Borrower taking into account historic costs and seasonality. 

I .4 Addition of Section 6.Ne). Effective as of the Dated Date, Section 6.8(e) shall 
be added to the Agreement and shall read in its entirety as follows: 

(e) Failure to Maintain Financial Covenants, If the Borrower fails to maintain 
the minimum Consolidated Fixed Charge Coverage Ratios or days Cash on Hand 
requirements, respectively, at the end of each Fiscal Quarter beginning on 
December 31, 2012, Applicable Margin shall increase, nat to exceed the 
Maximum Rate, by 57 basis points for each respective quarterly failure (each a 
“Ouarterly Increase”). Each such Quarterly Increase to the interest rate shall be 
cumulative. 

1.5 Addition of Section 6.19. Effective as of the Dated Date, Section 6.19 shall be 
added to the Agreement and shall read in its entirety as follows: 

Section 6.19 Debt Service Reserve Fund. Beginning April 1, 2013, Borrower shall 
make monthly deposits into the Designated Account in an amount equal to 1/12th of the 
annual principal and 1/6th of the semi-annual interest coming due hereunder for 
application by the Bank upon such annual principal and semi-annual interest becoming 
due. Borrower hereby grants and assigns to Bank a first-priority security interest in the 
debt service find described in this Section 6.19. 

1.6 Addition of Section 6.20. Effective as of the Effective Date, Section 6.20 shall 
be added to the Agreement and shall read in its entirety as follows: 

Section 6.20 Emergency Capital Expenditure Reserve Fund. Promptly upon receipt, 
Borrower shall deposit in the Designated Account for an emergency capital expenditure 
reserve all proceeds derived but not yet received from that certain arbitration award 
(other than proceeds received in respect of an award in respect of fees and disbursements 
of counsel) relating to Global Water Resources. Inc, v. Sierra Newa Ranch, LLC and 
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New World Properties. Xnc. (American Arbitration Association Case No. 76 198 Y 
001041 1 respectively). Borrower hereby grants and assigns to Bank a first-priority 
security interest in the emergency capital expenditure reserve fund described in this 
Section 6.20. 

ARTICLE I1 

Conditions Precedent 

2.1 Conditions. The effectiveness of this Amendment is subject to the satisfaction of 
the following conditions precedent: 

(a) 

(b) 

Bank shall have received an amendment fee in the amount of $100,000; 

Bank’s counsel shall have received its legal fee of $35,000; 

(c) Bank shall have received this Amendment executed by the Borrower; 

(d) The representations and warranties contained herein and in all other Credit 
Documents executed in connection with this Amendment, shall be true and 
correct as of the Effective Date and the date hereof as if made on such dates; 

(e) After taking into full consideration the terms and provisions of this 
Amendment and the Effective Date thereof, no default under the Credit 
Documents will be and will be deemed to have occurred and be continuing and no 
event or condition shall have occurred that with the giving of notice or lapse of 
time or both would be a default; and 

(0 All corporate proceedings taken in connection with the transactions 
contemplated by this Amendment and all documents, instruments, and other legal 
matters incident thereto shall be satisfactory to Bank and its legal counsel. 

ARTICLE 111 

Ratifications, Representations and Warranties 

3.1 Ratifications. The terms and provisions set forth in this Amendment shall modi0 
and supersede all inconsistent terms and provisions set forth in the Agreement and except as 
expressly modified and superseded by this Amendment, the terms and provisions of the 
Agreement are ratified and confirmed and shall continue in full force and effect. Borrower and 
Bank agree that the Agreement as amended hereby shall continue to be legal, valid, binding and 
enforceable in accordance with their respective terms. 

3.2 Representations and Warranties. Borrower hereby represents and warrants to 
Bank that (i) the execution, delivery and performance of this Amendment and any and all other 
Credit Documents executed and/or delivered in connection herewith have been authorized by all 
requisite corporate action on the part of Borrower and will not violate the articles of 
incorporation or bylaws of Borrower, (ii) after taking into full consideration the terms and 
provisions of this Amendment and the Effective Date thereoc the representations and warranties 
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contained in the Agreement and any other Credit Document executed in connection with the 
Agreement were true and correct as of the Effective Date and are true and correct on and as of 
the date hereof as though made on such dates, (iii) after taking into full consideration the terms 
and provisions of this Amendment and the Effective Date thereof, no default has occurred under 
the Credit Documents and is continuing and no event or condition has occurred that with the 
giving of notice or lapse of time or both would be a default, and (iv) effectjve as of the Effective 
Date, and after giving effect to this Amendment, the Borrower will be in full compliance with all 
covenants and agreements contained in the Agreement. 

ARTICLE IV 

Miscellaneous 

4.1 Survival of Representations and Warranties. All representations and warranties 
made in this Amendment and any other document furnished in connection with this Amendment 
shall survive the execution and delivery of this Amendment and such other documents, and no 
investigation by Bank or any closing shall affect the representations and warranties or the right 
of Bank to rely upon them. 

4.2 Reference to Agreement. Each of the Credit Documents executed in connection 
with the Agreement and any and all other agreements, documents, or instruments now or 
hereafter executed and delivered pursuant to the terms hereof or pursuant to the terms of the 
Agreement are hereby amended so that any reference in such Credit Documents to the 
Agreement shall mean a reference to the Agreement as amended hereby. 

4.3 Severabilitv. Any provision of this Amendment held by a court of competent 
jurisdiction to be invalid or unenforceable shall not impair or invalidate the remainder of this 
Amendment and the effect thereof shall be confined to the provision so held to be invalid or 
unenforceable. 

4.4 APPLICABLE LAWS. THIS AGREEMENT AND THE RIGHTS AND 
OBLIGATIONS OF THE PARTIES HEREUNDER SHALL BE GOVERNED BY, AND 
SHALL BE CONSTRUED AND ENFORCED IN ACCORDANCE WTH, THE LAWS 
OF THE STATE OF NEW YORK WITHOUT REGARD TO CONFLICT OF LAWS 
PMNCIPLES THEREOF. 

4.5 Successors and Assigns. This Amendment is binding upon and shall inure to the 
benefit of Borrower and Bank and their respective successors and assigns. 

4.6 Counterparts. This Amendment may be executed in one or more counterparts, 
each of which when so executed shall be deemed to be an original, but all of which when taken 
together shall constitute one and the same instrument. 

4.7 Effect of Waiver. No consent or waiver, express or implied, by Bank to or for 
any breach of or deviation from any covenant, condition or duty by Borrower shall be deemed a 
consent or waiver to or of any other breach of the same or any other covenant, condition or duty. 
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4.8 Headings. The headings, captions, and arrangements used in this Amendment are 
for convenience only and shall not affect the interpretation of this Amendment. 

4.9 NO ORAL AGREEMENT. THIS AMENDMENT AND ALL OTHER 
INSTRUMENTS, DOCUMENTS AND AGREEMENTS EXECUTED AND DELIVERED IN 
CONNECTION WITH THIS AMENDMENT EMBODY THE FINAL, ENTIRE 
AGREEMENT AMONG THE PARTIES HERETO AND SUPERSEDE ANY AND ALL 
PRIOR COMMITMENTS, AGREEMENTS, REPRESENTATIONS AND 
UNDERSTANDINGS, WHETHER WRITTEN OR ORAL, RELATING TO THIS 
AMENDMENT, AND MAY NOT BE CONTRADICTED OR VARIED BY EVIDENCE OF 
PRIOR, CONTEMPORANEOUS OR SUBSEQUENT ORAL AGREEMENTS OR 
DlSCUSSIONS OF THE PARTIES HERETO. 

THERE ARE NO UNWRITTEN ORAL AGREEMENTS AMONG THE PARTIES HERETO. 

[Signatures begin on next page] 
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Executed as of the Effective Date. 

Borrower: 

GLOBAL WATER RESOURCES INC. 

By: 
Name: Cindy M. Lifes 
Title: Chief Financial Officer 
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REGIONS EQUIPMENT FINANCE 
CORPORATION 

By: 
Name: 35;, ' IC-+-  
Title: rv 9 
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IN WlTNESS ~ I E ~ ~ ~ ,  the undersigned directors of the Corporatinn h a w  
executed these resolutions on March 2012. 

William S. Levine 

Trevor T. Hill 

E.J. Bird 

Richard M. Alexander 

I 

L. Rita Theil 

l4721494.l 
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IN WETNESS WITEREOF, tlic undersigned tiin-ctors of thc Corpurdrion havc 
execured these resolutions on March - --, 20 12. 

William S .  Lcviitc 

'I'revor 1'. f - l i l l  

Daniel F. Cracchiolo 

E.J. Bird 

~ . -  __ 
L. Rita Tlieil 
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PROMISSORY NOTE 
$9,409,889.3 1 March 20,2012 

The undersigned, Global Water, LLC ("Borrower"), promises to pay to Levine 
investments Limited Partnership or Order ("Lender"), the principal sum of Nine Million 
Four Hundred Nine Thousand Eight Hundred Eighty-Nine Dollars and Thirty One Cents 
($9,409,889.31) (the "Note"). Borrower promises to pay the principal evidenced hereby 
in accordance with the terms and conditions herein contained and set forth. The 
principal evidenced hereby includes 8,909,889.31, which will be advanced by Lender to 
Borrower on March 30, 2012, plus $500,000. 

1. Interest; Promise to Pay. Borrower shall pay interest on the unpaid 
principal balance at a rate of twelve percent (12%) per annum from April 1, 2012 until 
December 31, 2012, and at a rate of fourteen percent (14%) per annum from January 1, 
201 3 until paid. Borrower shall make twenty-four (24) consecutive monthly payments 
(which shall include principal and interest as set forth in Exhibit A) to the Lender in 
immediately available funds on or before the first business day of each month in the 
amount set forth in Exhibit A. The first monthly payment shall be due on or before May 
1, 2012. 

2. Calculation of Interest. All interest referred to herein shall be calculated 
on the basis of a three hundred sixty (360) day year consisting of twelve (12) thirty (30) 
day months. 

3. Use of Funds. The amount advanced on March 30, 2012 by Lender to 
Borrower pursuant to this Note ($8,909,889.31) together with an additional $3,000,000 
of Borrower's existing funds shall be paid by Borrower on such date to the former 
shareholders of West Maricopa Combine, Inc. in satisfaction of amounts owed pursuant 
to that certain Settlement Agreement dated April 27, 2009. 

4. Place of Payment. All payments shall be made by Borrower to Lender at 
1702 E. Highland, #310, Phoenix, A2 85016, or at such other place or places as Lender 
may designate in writing from time to time. 

Lawful Money. All payments shall be in lawful money of the United States 
of America or in such other form which is acceptable to Lender. Lender's acceptance of 
payment in any form other than lawful money of the United States of America for any 
partial payment required or permitted under the provisions of this Note shall not be a 
waiver of the requirement that any future payments be made in lawful money of the 
United States of America. 

5. 

6. No Prepavrnent Penalty. Borrower shall have the right and option to 
prepay this Note in full any time without penalty or premium. 



7. Subsequent Financinq. 

(a) If Borrower or any affiliate of Borrower consummates one or more 
refinancings of any of its existing bonds or other indebtedness or consummates one or more 
new financing or other similar transaction (each, a “Subsequent Financing”) and such 
Subsequent Financing or combination of Subsequent Financings results in sufficient funds 
being available for Borrower to pay in full the remaining amount owing to the Lender, all 
amounts remaining unpaid under this Note will immediately become due and payable to the 
Lender. Borrower shall notify the Lender within five (5) days after the closing of any 
Subsequent Financing, and if, in Borrower’s reasonable judgment, such Subsequent Financing 
has not provided sufficient funds to retire the remaining amounts due to the Lender, Borrower 
shall provide the Lender with sufficient documentation and other information to support such a 
determination and shall pay Lender such funds as are available from the Subsequent 
Financings (after taking into account the cash reasonably required by Borrower and its affiliates 
to operate their businesses and satisfy their financial covenants) as a partial repayment of this 
Note. For the avoidance of doubt, the $7 million bridge loan received from Regions Bank, and 
any refinancing thereof, shall not be considered a Subsequent Financing.” 

(b) If, as described above in subsection (a), Borrower notifies the Lender that 
a Subsequent Financing has not provided sufficient funds to retire the remaining amounts due 
to the Lender, the Lender, in its sole discretion, following written notice to Borrower may institute 
an arbitration, which shall commence within fourteen (14) calendar days, on the sole issue of 
the sufficiency of such funds from the Subsequent Financing to retire the remaining amounts 
due to the Lender. If an arbitration is instituted, Sherman Fogel shall serve as the arbitrator. If 
Mr. Fogel is not willing or available, there shall be a single arbitrator selected by mutual 
agreement of the parties or, if the parties cannot agree on an arbitrator within three (3) business 
days, appointed according to the Commercial Arbitration Rules of the American Arbitration 
Association. The determination of the arbitrator as to the issue of the sufficiency of the funds 
shall be binding on the parties. 

8. Acceleration Upon Default. If Borrower shall default: 

(a) in the payment when due of any payment or payments, as herein 
provided; or, 

(b) in the payment when due of any other sum or sums payable to Lender by 
Borrower pursuant to terms hereof; then the entire unpaid principal and interest of this Note 
shall, at the election of the Lender, become immediately due and payable and Lender may 
exercise any remedy set forth herein or otherwise available at law or in equity. 

9. Event of Default. If Borrower fails to make any payment under this Note when due, 
the Lender shall provide written notice to Borrower of the failure to make such payment (“Notice”). 
The Notice will include the amount then owing and the amount that will be owing in the Event of 
Default, which shall occur if payment of all amounts due is not made within five (5) calendar days of 
service of the Notice (an “Event of Default”). Upon receipt of the Notice, Borrower must, within five 
(5) calendar days, either: i) notify the Lender in good faith that it disputes the fact of non-payment or 
the amount owing as described in the Notice, or ii) have its attorneys sign a Joint Motion 
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to Enter Stipulated Judgment (“Joint Motion”) in the form attached hereto as Exhibit C 
and return the executed Joint Motion to the Lender. 

10. Default Rate of Interest. If any payment provided far herein is not paid 
when due, each and every such delinquent payment, inctuding the entire principal 
balance in the event of an acceleration or maturity of the principal amount due 
hereunder, and including any late charges assessed as provided herein, may, in 
Lender’s sole discretion, bear interest to the extent permitted by law at the rate (the 
“Default Rate”) of fifteen percent (15%) per annum commencing automatically upon the 
date of an Event of Default, which outstanding interest shall be added to principal and 
compounded monthly until paid in full. 

11. Stipulated Judqment. Borrower’s failure to compfete one of the options 
described above within the allotted five (5) calendar days shall be deemed an 
acknowledgement that it is indebted to the Lender for the amounts set forth in the 
Notice, and shall be deemed a consent to the Court immediately entering Judgment in 
the form attached as Exhibit B. If Borrower fails to complete one of the options 
described above within the allotted five (5) calendar day period, it expressly and 
irrevocably authorizes the Lender to file an Unopposed Motion for Entry of Stipulated 
Judgment (“Unopposed Motion”) in the form attached hereto as Exhibit D, and it 
expressly and irrevocably authorizes the Lender to inform the Court that Borrower does 
not oppose immediate entry of the Judgment as against Borrower. Borrower agrees 
that by authorizing the Lender to inform the Court that it does not oppose immediate 
entry of the Judgment, Borrower intends to confer the authority of a power of attorney to 
the Lender. 

12. Arbitration. If, upon receipt of the Notice, Borrower notifies the Lender that 
it disputes in good faith the fact of non-payment or the amount owing, all parties shall 
participate in an arbitration to decide the issues of non-payment or the amount owing, 
and only those issues, within fourteen (’l4) calendar days, as more fully described 
herein. If the arbitrator determines that Borrower owes some amount, Borrower must 
have its attorney sign the Joint Motion and provide the executed version to the Lender 
within three (3) calendar days of the arbitrator’s determination. Borrower’s failure to 
return the executed Joint Motion to the Lender within the allotted three (3) calendar 
days shall be deemed an acknowledgement that it is indebted to the lender for the 
amount determined by the arbitrator and shall be deemed a consent to the Court 
immediately entering Judgment in the form attached as Exhibit 8. If Borrower does not 
provide the executed Joint Motion to the Lender within that three-day period, it 
expressly and irrevocably authorizes the Lender to file the Unopposed Motion in the 
form attached hereto as Exhibit D, and it expressly and irrevocably authorizes the 
Lender to inform the Court that Borrower does not oppose immediate entry of the 
Judgment in the amount determined by the arbitrator. Borrower agrees that by 
authorizing the Lender to inform the Court that it does not oppose immediate entry of 
the Judgment, Borrower does not intend to confer the authority of a power of attorney to 
the Lender. 



13. Action in Superior Court. After the passage of the five-day period or the 
three-day period (as applicable), the Lender shall be entitled to immediately file an 
action in the Superior Court of Arizona in and for Maricopa County against Borrower for 
failure to fulfill its obligations under this Note (“Lawsuit”). Contemporaneously with filing 
the Lawsuit, the Lender shall be entitled to file the Joint Motion andlor the Unopposed 
Motion (as applicable), with this Note attached as an exhibit thereto. 

Waiver of Service of Process. Borrower waives formal service of process 
of the Lawsuit and agrees to accept service, which sewice shall be effective when a 
copy of the Lawsuit is delivered to it, as follows: 

14, 

Global Water, LLC 
Deer Valley Financial Center 
21410 N. 1 gth Avenue, Suite 201 
Phoenix, Arizona 85027 
Phone: (623) 580-9600 
Facsimile: (623) 580-9659 
Attn: Trevor Hill 

’l5. Decision of Arbitrator. Unless the determination of the arbitrator described 
above was procured by corruption, fraud, or other undue means, or the arbitrator clearly 
exceeded his or her powers as described in this Note, Borrower irrevocably waives for 
itself any right it has to appeal, seek vacatur, or modify the arbitrator’s decision or to file 
a responsive pleading in the Lawsuit before Judgment is entered and expressly and 
irrevocably agrees that the Court can and should enter a Judgment in the form attached 
as Exhibit B immediately upon the filing of the Lawsuit. The proposed Judgment, the 
Joint Motion, and the Unopposed Motion attached as Exhibits €3, C and D contain blank 
spaces relating to the amount of the Judgment. The parties agree that prior to filing the 
Joint Motion or the Unopposed Motion, the Lender will fill in the blanks with the dollar 
amount set forth in the Notice relating to the amount owing in the Event of Default, or 
the amount determined by the arbitrator, and Borrower agrees that the Judgment shall 
be entered for that amount, plus the additional amounts set forth below. 

16. Lender’s Costs, The parties agree that the Judgment shall include the 
Lender’s costs, expenses and reasonable attorneys’ fees. The parties agree that it may 
be presumed that the Lender shall be entitled to costs, expenses, and attorneys’ fees in 
the amount of $5,000, and Borrower consents to such amount being included in the 
Judgment without the requirement of the Lender submitting an application for attorneys’ 
fees or statement of costs and expenses; provided, however, that the Lender, at its 
option, shall be entitled to seek additional costs, expenses and reasonable attorneys’ 
fees if the enforcement of this Note results in costs, expenses and reasonable 
attorneys’ fees in excess of $5,000. 

Paragraph 10 of this Note provides that any 
payment not paid when due shall bear interest at the default interest rate of fifteen 

17. Post-Judgment interest. 
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percent (1 5%) per annum. The parties agree that the Judgment shall accrue interest at 
fifteen percent (15%) per annum. 

18. Offsets and Counterclaims. Borrower agrees that in any Lawsuit brought 
pursuant to this Note, any claim for offset, set off, counterclaim, recoupment, abatement 
or any and all other similar rights, claims or privileges or recoupment shall not prevent 
or delay entry of the judgments contemplated by this Note but instead shall be litigated 
subsequent to and independent of the entry of the judgments, the intent of the parties 
being that any such claim not impair the tender's rights to obtain, enforce, and execute 
on judgments immediately for any Event of Default. 

19. Remedies Cumulative. The rights or remedies of Lender as provided in 
this Note shall be Cumulative and concurrent, and may be pursued singularly, 
successively, or together against Borrower, any guarantor hereof, and any other funds, 
property or security held by Lender for the payment hereof or otherwise at the sole, 
absolute and uncontrolled discretion of tender. The failure to exercise any such right ar 
remedy shall in no event be construed as a waiver or release of said rights or remedies 
or of the rights to exercise them at any later time. 

Consent and Waiver of Defenses. Except as otherwise provided herein, 
Borrower, and all indemnitors, endorsers, guarantors, sureties, accommodation parties, 
assuming parties hereof, and all other persons liable or to become liable for all or any 
part of this indebtedness jointly and severally waive all applicable exemption rights, 
whether under the state constitution, homestead laws or otherwise, and also jointly and 
severally waive diligence, presentment, protest and demand, and they also jointly and 
severally hereby consent to any and all renewals, extensions or modifications of the 
terms hereof, including time of payment, agreed upon by Borrower, and further agree 
that any such renewal, extension or modification of the terms hereof, as agreed upon by 
Borrower, shall not affect the liability of any of said parties for the indebtedness 
evidenced by this Note. Any such renewals, extensions or modifications which have 
been agreed upon by Borrower may be made without notice to any of said parties. All 
said parties hereby specifically consent to any future action whereby (i) this Note may 
from time to time be extended or renewed or its terms (including the terms of payment 
of principal or any part thereof) otherwise modified, (ii) any of the provisions of this Note 
may be amended or any requirement thereof or default thereunder waived or any 
departure therefrom consented to or any other forbearance or indulgence exercised with 
respect thereto, and ( i i i )  any collateral now or hereafter securing this Note may be 
exchanged, substituted, realized upon, released, compromised, extended or otherwise 
dealt with or disposed of. 

20. 

21. Fees and Expenses. Borrower, indemnitors, endorsers, guarantors, 
sureties, accommodation parties, assuming parties hereof and all other persons liable 
or to become liabte on this Note, agree, jointly and severally, to pay all reasonable and 
customary costs of collection, including trustee's fees, title fees, reasonable attorneys' 
fees and all reasonable costs of suit, in case the unpaid principal sum of thjs Note, or 



any payment thereon, is not paid when due, or in case it becomes necessary to protect 
the security for the indebtedness evidenced hereby, in which Lender shall be 
successful, or in the event Lender is made party to any litigation because of the 
existence of the indebtedness evidenced by this Note, whether suit be brought or not, 
and whether through courts of original jurisdiction, as well as courts of appellate 
jurisdiction, or through a bankruptcy court or other legal proceedings. 

22. Notice of Other Defaults. if Borrower fails to make any payment or 
otherwise defaults on any debt obligation to a third party lender (including but not limited 
to Regions Bank) or third party financing source, the Borrower shall provide written 
notice to Lender of the default within five days thereof. 

23. Amendment. This Note may not be amended, modified or changed, nor 
shall any waiver of any provision hereof be effective, except only by an instrument in 
writing and signed by the  party against whom enforcement of any waiver, amendment, 
change, modification or discharge is sought; provided, however, that this paragraph 
shall in no way be a limitation on the provisions of the consents and waivers set forth in 
paragraph 20, except that the terms of this Note may not be amended without 
Borrower’s execution thereof. 

24, Interest Not to Exceed Legal Maximum. Notwithstanding any provision 
herein or in any instrument now or hereafter securing this Note, the total liability for 
payments in the nature of interest shall not exceed the limits imposed by the usury laws 
of the State of Arizona. If Lender receives as interest an amount which would exceed 
such limits, such amount which would be excessive interest shall be applied to the 
reduction of the unpaid principal balance and not to the payment of interest; and if a 
surplus remains after full payment of principal and lawful interest, the surplus shall be 
remitted to Borrower by tender, and Borrower hereby agrees to accept such remittance. 
If this paragraph becomes operative, the total outstanding balance shall at the option of 
Lender become immediately due and payable and shall bear interest at the maximum 
rate then permitted by the usury laws of the State of Arizona until all the then obtigations 
of this Note, as modified by this paragraph, are paid and performed in full. The 
acceleration provided for in this paragraph may be avoided by Borrower and all parties 
liabte to Lender on the Note by then waiving any and all usury claims and defenses they 
then have, if permitted by law, and by paying all interest then and thereafter due and 
payable at the lesser of the amount set forth in paragraph 1 or highest rate then 
permitted by law. 

25, Successors and Assiqns. Whenever used herein, the words “Borrower” 
and “Lender“ shall be deemed to include their respective heirs, personal 
representatives, successors and assigns. This paragraph shall nat be a consent by 
Lender for Borrower to assign or transfer any property securing payment hereof or any 
rights, powers, obligations or duties of Borrower. 
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26. Choice of Law. Except where preempted by the laws of the United States, 
or regulations promulgated thereunder, this Note shali be governed by the laws of the 
State of Arizona. 

27. Notice. All notices or other communications required or permitted to be 
given or delivered under this Note shall be in writing and delivered (a) by hand against 
receipted copy, or (b) by certified or registered mail, return receipt requested, with a 
copy by first class mail, in each case, postage prepaid, and addressed or delivered to 
the addresses hereinafter set forth, or to such other address as Borrower or Lender may 
designate by giving notice in the foregoing manner, which notices shall be deemed 
effective upon personal delivery or the date the same is deposited in the United States 
mail, as set forth above. 

28. Headinqs. The paragraph headings used herein are for convenience only 
and are not to be used to interpret or construe this Note. 

29. Time is of the Essence. Time is of the essence of this Note and each and 
every provision hereof. Any extension of time granted for the performance of any duty 
under this Note shall not be considered an extension of'time for the performance of any 
other duty under this Note. 

30. Severabilitv. In case any one or more of the provisions contained in this 
Note shall for any reason be held to be invalid, illegal or unenforceable in any respect, 
such invafidity, illegality or unenforceability shall not affect any other provision hereof 
and this Note shall be construed as if such invalid, illegal or unenforceable provision 
had never been contained herein. 

31. Acknowledgement. Borrower acknowledges that the law firm of Burch & 
Cracchiolo, PA represents only Lender in the instant matter. Borrower waives any 
conflict of interest that may exist as a result of such representation. Borrower has been 
advised to seek independent counsel outside of Burch & Cracchiolo, PA to review this 
Note and all related documents prior to approving and executing the same. 

Borrower has executed this Note on the day first hereinbefore written. 

BORROWER: 

GLOBAL WATER, LLC 

14698360 

Its Secretary and Treasurer 
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Accepted and Agreed: 

LEVINE INVESTMENTS LIMITED PARTNERSHIP, 
by its general partner,Aeim, Inc. 

SW BORDINATED GUARANTY 

By signing below, subject to the limitations set forth below, Global Water Resources, 
lnc. I a Delaware corporation and the parent company of Borrower (”Guarantor”), hereby 
absolutely and unconditionally guarantees to the Lender the full and complete payment 
of the Borrower’s obligation herein and that Borrower will timely and completely perform 
all of its covenants and obligations, including all payment obligations, made and given 
by it pursuant to and in accordance with this Note from time to time. Subject to the 
timitations set forth below, Lender may pursue the full repayment of this Note by Global 
Water Resources, Inc. upon a default by Borrower. 

By signing below, each of Lender and Guarantor acknowledge that the obligations of 
the Guarantor created hereunder shall be paid in part from “Palo Verde Receipts” 
andlor “Santa Cruz Receipts” in each case within the meaning set forth in that certain 
Loan Agreement, dated as of December I, 2010, by and among The Industrial 
Development Authority of the County of Pima (“Issuer”), a nonprofit corporation 
designated as a political subdivision of the State of Arizona (the ”State“), Guarantor, 
and US. Bank National Association (“Trustee”), as amended (the “Loan Agreement”) as 
such Loan Agreement relates to that certain Trust Indenture dated as of December 1, 
2006 by and between the Issuer and the Trustee, as amended (the ”Indenture”). 

By signing below, each of Lender and Guarantor expressly agree, far itself and its 
successors and assigns, that this Guaranty shall, to the extent and in the manner 
hereinafter set forth, be subordinated and subject in right to the prior payment in full of 
all outstanding “Bonds” and any “Additional Bonds” as defined in and issued under the 
Indenture (collectively “Superior Bonds”). 

Upon (a) any acceleration of maturity of the principal amount of this Note and this 
Guaranty (but excluding any voluntary prepayment) or (b) any payment or distribution of 
any kind or character, whether in cash, property or securities, upon any dissolution or 
winding-up or total or partial liquidation, reorganization or other similar arrangement of 
the Guarantor, whether voluntary or involuntary or in bankruptcy, insolvency, 
receivership or other proceedings, then ali principal, premium, if any, and interest due or 
to become due upon all Superior Bonds shall first be paid in full, or payment thereof 
provided for in accordance with the terms of the Indenture, before any payment is niade 
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on account of the principal, premium, if any, or interest on this Guaranty, and upon any 
such dissolution or winding-up or liquidation, reorganization or other similar 
arrangement, any payment or distribution of any kind or character, whether in cash, 
property or securities, to which the Lender would be entitled from Guarantor, except for 
the provisions hereof, shall be paid by the Guarantor, or by a receiver, trustee in 
bankruptcy, liquidating trustee, agent or other person making such payment or 
distribution, to the Trustee to the extent necessary to pay all Superior Bonds in full 
before any payment or distribution is made to the Lender under this Guaranty. 

In the event that, in violation of any of the foregoing provisions, any payment or 
distribution of any kind or character, whether in cash, property or securities, shall be 
received by the Lender under this Guaranty before all Superior Bonds are paid in full, or 
provision for such payment in accordance with the terms of the Indenture, such 
payment or distribution shall be held in trust for the benefit of, and shalt be paid over or 
delivered to the Trustee for the Superior Bonds for application to the payment of all 
Superior Bonds remaining unpaid to the extent necessary to pay all such Superior 
Bonds in full in accordance with their terms. 

No present or future holder of any Superior Bond shall be prejudiced in his right to 
enforce subordination of this Guaranty by any act or failure to act on the part of the 
Guarantor or anyone in custody of or control over its assets or property. 

The foregoing subordination provisions shall be for the benefit of the holders of Superior 
Bonds and may be enforced by the Trustee against the Lender; provided, however, (i) 
that t he  foregoing provisions are solely for the purpose of defining the relative rights of 
the holders of Superior Bonds on the one hand and the Lender on the other hand under 
this Guaranty, and that nothing therein shall impair, as between the Guarantor and the 
Lender, the obligation of the Guarantor to pay to the Lender the principal thereof, 
premium, if any, and interest thereon in accordance with the terms of this Guaranty, nor 
shall anything therein prevent the tender or any trustee on their behalf from exercising 
all remedies otherwise permitted by applicable law or thereunder upon default 
thereunder, subject to the rights set forth above of the holders of Superior Bonds to 
receive cash, property or securities, otherwise payable or detiverable to the Lender 
under this Guaranty, (ii) that upon any payment or distribution of assets of the 
Guarantor of the character referred to in the third paragraph of the foregoing provisions, 
the trustee under any agreement relating to this Guaranty shall be entitled to rely upon 
any order or decree of a court of competent jurisdiction in which such dissolution, 
winding up, liquidation, reorganization or other similar arrangement proceedings are 
pending, and upon a certificate of the receiver, trustee in bankruptcy, liquidating trustee, 
agent or other person making any such payment or distribution, delivered to said trustee 
for the purpose of ascertaining the  persons entitled to participate in such distribution, 
the holders of the Superior Bonds and other indebtedness of the Guarantor, the amount 
thereof or payable thereon, the amount or amounts paid or distributed thereon and all 
other facts pertinent thereto or to the foregoing provisions, and (iii) that any trustee 
under any agreement relating to this Guaranty and any paying agent therefor shall not 



be charged with knowledge of the existence of any facts which would prohibit the 
making of any payment of moneys to or by such trustee or such paying agent, unless 
and until such trustee or such paying agent, as the  case may be, shall have received 
notice thereof from the Guarantor or from one OF more holders of Superior Bonds. 

Each person taking or holding this Guaranty, accepts and agrees to be bound by the 
foregoing provisions and, with respect to such provisions, shall be deemed to be 
"tender" with respect to this Guaranty. 

GLOBAL WATER RESOURCES, INC, 

its Secretary and Treasurer 

Accepted and Agreed: 

LEVI NE INVESTMENTS LIMITED PARTNERSHIP I 

by its general partner, Keirnm Ins. 
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EXHIBIT A 

Amortization Schedule 

14095360 



12% interest rate 4/1/12 - 12/31/12 
14% interest rate 1/1/13 - 3/31/14 
360 days (twelve 30 day months) 

3/30/2012 
3/30/2012 
511 f 2012 
6/1/20 12 
7/1/2012 
8/1/2012 
9/1/2012 
10/1/2012 
11/1/2012 
12/1/2012 
1/1/2013 
2/1/2013 
3/1/2013 
4/1/2013 
5 /1/2013 
6/1/2013 
7/1/2013 
8/1/2013 
9/1/2013 

1 1/1/2 0 13 
12/1/2013 

2/1/2014 
3/1/20 14 

10/1/2013 

1/1/2014 

411 f2014 

Principle Payment 

$ (3,000,000) 

(352,261) 
(355,784) 
(359,342) 
(362,935) 
(366,564) 
(370,230) 
(373,932) 
(377,672) 
(381,448) 
(375,080) 
(379,456) 
(383,883) 
(388,361) 
(392,892) 
(397,476) 
(402,1l3) 
(406,805) 
(411,551) 
(416,352) 
(421,210) 
(426,124) 
(431,095) 
(436,125) 
(441,199) 

Incentive Fee Interest Payment Total Payment 

$ ( 3 , ~ 0 , 0 ~ 0 )  
$ 500,000 500,000 

(94,099) (446,360) 
(90,576) (446,3 60) 
(87,018) (446,360) 
(83,425) (446,360) 
(79,796) (446,360) 
(76,130) (446,360) 
(72,428) (446,360) 
(68,688) (446,360) 
(64,912) (446,360) 
(71,280) (446,360) 
(66,904) (446,360) 
(62,477) (446,360) 
(57,999) (446,360) 
(53,468) (446,360) 
(48,884) (446,3 60) 
(44,247) (446,3 60) 
(39,555) (446,3 60) 
(34,809) (446,360) 
( 3O,008) (446,360) 
(25,150) (446,360) 
(20,236) (446,360) 
(1 5,265) (446,360) 
(10,235) (446,360) 
(5,147) (446,347) 

$ (12,409,889.31) $ 500,000.00 $ (1,302,737.39) $ (23,212,626.70) 

Balance 
$ 11,909,889.31 

8,909,889.31 
9,409,889.31 
9,057,628.20 
8,701,844.49 
8,342,502.93 
7,979,567.96 
7,6 13,003 I 64 
7,242,773.68 
6,868,841.41 
6,49 1,169 3 3  
6,109,721.52 
5,734,641.61 
5,355,185.76 
4,971,302.93 
4,582,941.46 
4,l90,049. 11 
3,792,573.02 
3 , 3 90,459.70 
2,983,655.07 
2,57 2,1O4,38 
2,155,752.26 
1,734,542.70 
1,308,419.04 
877,323.92 
441,199.37 

$ (0.00) 
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SUPERIOR COIJRT OF ARIZONA 

COUNTY OF A4AfllCOYA 

LEVINE INVESI'MEN'X'S LIMITED f 
PARl'NERSWIP, an Arizona limited 1 
partnership, 1 No. 

J 
Plaintiff, STIPULATED JUDGMENT 

1 vs. 

GLOBAL WATER, LLC (fka GLOBAL ) 
1 
1 > 

WATER, INC.), a Deiaware limited 
I i ab i 1 i ty compaiiy , 

Before tlic Court is tlie Joint Motion to Enter Stipulated Judgment. Having 

considered the motion and attachments thereto, and good cause appearing, 

IT IS ORDERED granting the Joint Motioii to Enter Stipulated Judginent [or 

Unopposed Motion to Enter Stipulated Judgmeiit]. 

IT IS FURTHER ORDERED: 

A. Entering Jutlgment in favor oi' Plajritiff and agaiiisl llefeiidant Global 

Water, LTC;  

4 plus B. 'The Judgment shali be for the principal amount of 
~ _._____- . ..-I" 

attorneys' fees and costs in the amount of $5,000.00. The total amount ofthc Judgment is 

; and 

C. Merest shall accrue as of the date of this Judgment at the rate of 15% per 

amuin. 

~ ..I -- 
Maricopa County Superior Court Judge 
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Joint Motion to Enter Stipulated Judgment 
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I SUPERIOR COURT OF ARIZONA 
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I O  

1 1  

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

Cowry OF MARICOPA 

LEVINE INVESTMENTS LlMXTED 1 
PARTNERSHIP, ai1 Arizona limited 1 
partners hip, 1 No. 

! 

P h t i f f ,  ) JOINT MOTION TO ENTER 
1 STIPULATED JUDGMENT 

VS. 1 
) 

1 
Defendant. 1 

GLOBAI, WATER, LLC (&a GLOBAL 
WATER, TNC.), a Delaware limited 
liability conipmy, 

Plaintiff and Defeiidant jointly move the Court to entcr llie Stipulated Judgment 

attached hereto, 

‘l’he parties have entered into a Stipulation for Entry of Jtidgtnent Against Global 

Water, LLLC. (“Stipulation”), a copy of which is attached as Exhibit 1. As inore fully 

described in the Stipulation, the parties previously entered into a Promissory Note under 

wliich they agreed that if Defendant failed to make certain payinerits when due, Plaintiff 

w d d  be entitled to entry of immediate Judgment for the amount owed uiidcr the terms of 

the Promissory Note, plus attorncys’ fecs, costs, expenses arid interest at 15% per annum. 

I’hc parties further agreed that it may bc presuined that Plaintiff is entitlcd to attorneys’ 

fees, costs, expetzscs in the irmoirnt of $5000 without die rcqiiirement of Plaintiff 

subinitting an application for attorneys’ fees or statement of costs and expenses. A copy 

of the Promissory Note is attached as Exhibit A to llie Stipulation. 

Defendant has failed to coinply with its obligations under thc Promissory Note, 

Plaintiff, therefore, is entitled to Judgment for --..---¶ which is the amount owing under 

the Promissory Note, plus $5,000 for costs, expctises arid attorneys’ fees, plus interest at 

15% per ailnuin. A proposed form of Stipulated Jtidgment is attached, arid Plaintiff a i d  

Defendant respcctfully rcquest that the Coiirt enter it. 

1 4 7 1  OQG9 
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DATED this day of -, 20-. 

BY _I 

Attorneys for Plaintiff 

27 

28 

BY -,- 

Attorneys far Defendant 

2 
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SUPERIOR COURT OF ARIZONA 

COUNTY OF MARICOPA 

1 LEVINE INVESTMENTS LIMITED 
PARlNERSIIIP, an Arizona limited 
partnership, ) No. 

Plainlif‘f; UNOPPOSED MOTION TO ENTER 
) STIPULATED JUDGMENT 

VS * 1 
1 

GLOBAL WATER, LT,C (fka GLOBAL ) 
WATER INC.), if Delawnrc lirititcd Iiability 1 
company, 

Defendant. ) 
1 

Plaintiff iiiwes the Court to enter the Stipulated Judgiiieiit attached hereto. 

Plaintiff is authorized to inform the Coui-i that Defendant Global Water, LLC has no 

ob-jection to this inotioii and agrees that the Stipulated Judgment should be entered. 

The partics have entered into a Stipulation for Entry of Judgment Against Global 

Water, LLC (“Stipulatioii”), a copy of which is attached as Exhibit 1 I As more fully 

dcscribed in the Stipulation, the partics previously entered into a Proiiiissory Note under 

which thcy agreed that if Dcfendant failed to make certain payiiiciits when due, Plaintiff 

would be ciititled to entry of.imrncdiate Judgrnerit for the amount owed undcr the terms of 

thc Promissory Note, plus attorneys’ fees, costs, expciises and interest at I. 5% per aiinum. 

‘l’he parties further agreed that it may be prcsuiiied that Plaintiff is entitled tu attorneys’ 

fees, costs, expenses in the amount of$5000 without the requirement of Plaintiff 

submitting an application for attorneys’ fces or stateiiierit of costs and cxpenses. A copy 

of the Promissory Note is attached as Exhibit A to the Stipulation. 

Defendant has [ailed to coinply with its obligations uiidcr the Promissory Note. 

Plaintiff, therefore, is entitIed to Judgment for -.-----’ which is the amoutit owing uiidcr 

the Promissory Note, plus $5,000 for costs, espcnses and attorncys’ fws, plus interest at 
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15% per annum. A proposed form of Stipulated Judgment is attached, a i d  PlaintXf, with 

Lhe conseiit of Defendant, respectMIy requests that the Court enter it. 

DATED this day of ... ~ " ,  

COPY of the foregoing mailed this 
20 , to  day of--,____, _.._- 

.20-. --- 

BY I I, 

Attorneys for 

2 
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